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ABSTRACT 

Based on the view that tuition tax credits will 
benefit all taxpayers, this report examines the history and economics 
of educational financing to furnish a background for an explanation 
of current proposals to provide tuition tax credits* The author 
begins with five theoretical economic models of schoox finance 
designed to explain the logic of tuition tax credits, ihe report then 
looks at several historical models of school finance incluaing the 
New lork public school system and the economic bases for free and for 
compulsory schooling. The rationales for current proposals to 
establish tax credits are then examined and some criticisms of 
tuition tax credits are refuted. The report then makes a case for a 
potential gain for taxpayers from education tax credits based on the 
contention that they will generate competition throughout the school 
system and bring down the cost of education. Early origins and recent 
federal proposals for tax credits are then examined, including lom 
Paine»s education tax credit system, O.S. federal tax credit and tax 
deduction schemes until 1977, the Packwood-Hoynihaa Proposal, and the 
1979 tuition tax credit bill. The report concludes with descriptions 
of education tax credit proposals in California and Washington, D.C. , 
and a comparison of tax credits and vouchers. (Autuor/iJfl) 
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Introduction 



In January 1981, President Reagan'>> first address to Congress in- 
cluded a reference to his administration's interest in tuition tax credits. 
Meanwhile, the coalition that fought for the Packwood-Moynihan 
Tuition Tax Credit bill two >ears previously is preparing a new bill for 
Congress. Equally interesting is the fact that the Natio^nal Taxpayers 
Union, which had been working for a constitutional referendum on its 
tax credit proposal in California, suddenly switched its ef forts to the 
District of Columbia. A Committee for Improved Education there is 
now in the process of introducing an initiative for Educational Tuition 
Tax Credits for a November 1981 election. 

These facts alone call for a careful evaluation of tuition tax credits 
in general and an analysis of particular proposals, including those 
above -hence the present study. 

Any assessment of tax credits for education in America wi.l depend 
upon presumptions about family responsibilitv, judgements about the 
relative effects on the poor compared wi:h the ricin and assessments 
of possible conflicts with the Constitution. 

Consfder the ronstilutional issue first. Views on this depend, it 
seems, upon one's opinion whether the Supreme Court's deliberations 
have yet been finalized. While one U.S. attorney general has offered 
the formal opinion that thr tuition tax credit for^nvate elementary 
and secondary schooling is definitely unconstitutional, a past assistant 
aiiorney general has, m contrast, advised that: 

It IS impossibly wiihin the lime allocated, to describe with any com- 
pleieness the utter eoniusion ol Supreme Court pronouncements in the 
^church-siaie area. ..! urge vou. then, lo approach this issue as a ques- 
tion ol what "should be" rather than \ainly seeking to deiernnne what 
"is*' under ihe decision of the Couri.' 

Because there are so many different aspects of the tax credit pro- 
posal, it v\ill>e helpful to proceed step bv step from simple to more 
complex and realistic illustrations. Such an exercise is intended gradu- 
ally 10 ilhinnnate the scene so that people mav judge the normanve 
issues (ot yvhat shouklh^) moreclearlv for themselves. There will then 
remain the issue o\' posmve analysis (of what is. and what probably 
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>v/7/be). Its application will enable us to explore the actual chances of 
lax credits succeeding in the real world regardless of any one individ- 
ual's personal preferences. 
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Models and Systems 



Model 1 

The first illustration or model is one of a democratic community of 
one thousand families, each containing one child of school age. Sup- 
pose identical preferences (tastes) prevail and each and every family 
enjoys an income of $20,000 per annum. 'Assume that there is no 
government intervention in education as we know it today. Each fam- 
ily spends, say, $1000 per year on private schooling of its choice so 
that the total expenditure on schooling is $1 million. Government has 
one major "public good" responsibility: defense. This is financed ex- 
clusively from a proportionate income tax of 10 percent to cover the 
total cost of defense of $2 million. 

In this scenario, and to most people, there will apparently be no 
question of the operation of any form of **tax credit" for education. 
Yet, strange a^ it may seem, there are some who would indeed view the 
situation as a tax credit scheme, or, in terms of some recently created 
terminology, as a tax expenditure scheme. . 

Their reasoning would be as follows. There are two basic ways in 
which governments may utilize their revenue-raising powers. First 
they cap use the funds collectively to purchase goods and services (like 
defense). Second, governments can provide assistance, encourage- 
ment or relief to private-sector acti\ities through concessions in the 
tax system. The government provides the assistance or relief by 
foregomg tax revenues. This "act" of undertaking "tax expenditures," 
^o the argument goes, is equivalent to making indirect expenditure 
through the fiscal system. 

The new term "tax expenditures" was coined by Assistant Treasury 
Secretary Stanley S. Surrey m the late 1960s. He deduced that most of 
the tax deductions, exclusions, exemptions, and credits are the equiva- 
lent of public expenditures for the "recipients." He insisted indeed that 
they are so important as to be treated as public expenditures to be- 
subjected to the same type of annual review by Congress and the Exec- 
utive as conventional expenditures. Developing a "tax expenditure 
budget," Surrey estimated it to total between S42 and $45 billion for 
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the fiscal \car 1968. Those aniounis in other uords. were ihc loicgonc 
rcNcmics of the go\ernmeni in thai period. 

Clearl) 4he si/e of this budget depends on w ho is Lonsli uciing it and 
what he deems to be the extent of foregone goseinnient ie\enue. At 
one limit the extremist might insist thai the whole ol the national in- 
Lome was potential re\enue lor go\ernments and that an\ ol it that 
was enjo\ed pri\atel\ b\ indi\iduals was the result ol a deLision l)\ 
gosernment not to tax in the instances in question, h is in this sense 
(hat the situation in our first model might bedesLnbed b\ the extrem- 
ist as a tax credit scheme. 

The tax expenditure cohcept thus described has been enjo\ing a 
flourishing life e\er since Suire\\ introduction of it. i urthei testi- 
nion\ to the [)opularit\ of the idea is seen, lor instance, in the once ex- 
pressed \iew ol a |)re\ious \\a\s and Means Committee Chainnan. 
W ilbur Mills, that all tax Loncessions are "a lorm ol baLkdooi spend- 
ing.** Subsequent!) tax cor.LCssions ha\e been tailed /(/\ subsidies, 
\nd indeed the\ subseguenti) ha\e been nKluded in studies ol tcdeial 
subsidy' programs. ^ 

Sluch of the tax expenditure thinking is rellcLted in the tax relorm 
niONcment that locuses upon a demand to 'Mose tax loo[)holes." So. 
Llearl) the dcLision to use the termiiu)!og\ ol tax expenditure and the 
urge u) lIosc loopholes is. to a larjie extent, a reflection ol an indi\ idu- 
al's own politiLal philosO[)h\ and it is not surprising that the subjcel 
has giNcn rise to considerable contio\crs\. 

Critics of the concept Paul Craig Robeits and RiLhard I:. \\ agner- 
haNc argued that a selt-intercsted jiONcrnment. ambitious lor luithcr 
expansion, would use the language ol tax expendituies as lax loop- 
holes 10 create ihe impression that the tax s\stem is biased in la\oi ol 
Lcrtain groups. \\ hen the loo[)hoies are tlosed and the *'lringe bene- 
lils'*are sulccssIuH) ta\ed. these benetits are then diseouiaged Irom 
being pri\atel\ su[)plied. Simulianeousl\ . there is ercated a demand 
that these same benclus be pio\ided b\ go\eii;mcni. Lxpaiision in the 
share ol uKomc that is pro\ ided in-kind b\ go\ernment will then 
strengthen its pv>wei ws (/ vis ihe go\erned. 

So much lor our firs.t a[)plication ol the tax expenditures (tax ered- 
Us) [)hilosoph\ to our niodel ol a Lomnuinit\ ol !()()() lamilics with its 
spcLial assumptions. Ail hough ii has been an exticme ease, the exer- 
Lise has been usetui bcLau^c. on rellcLiion. i( re\eals a \ isioii ol solicIn 
that IS jncom|)atible with the kind ol denuKrac) set u|> undei the 
\meriLan Constitution, i or. il all ol the national uiLomc was to be 
deemed b\ the go\ernnieii( lo be in Lommon ownershi[). then ihc I irsi 
Amendmeni that dcLiccs no aid U) religion would be liLademiL. Aii\ 



appearance of leligioiis education vvoulcl immediaiel> be condemned 
as infringing the Consiiiuiion. The complaint vvould be that it Was fi- 
nanced by money that **beIonged to" the public sector. The situation 
would thus automatically be interpreted as aid to religion. The Separa- 
tion Clause in the First Amendment would then, in effect, be a "wail 
of exclusion," not a wall of mere "separation." 

Curiously enough, the deliberations of the Supreme Court in recent 
years have come perilously clo.se to expressing the language in such 
loose terms that would suggest a presumption that government does 
"own all income." From the tone of the Supreme Court's verdicts one 
often gets a judicial view of thestaieas an entity that is independent of 
the individuals in society and one that enjoys a tax-finance income 
(called **public funds") that is equally detatched or "disembodied." 

Consider for instance the argument of the Court in the Nygmst de- 
cision of 1973. It struck down New York's planned system of rax ex- 
emptions because 

In practical terms there would appear ;o be li'iilc difference for purposes of de- 
termining whether such aid has the elTcci of advancing religion, between the 
tax benefit allowed here and the tuition grant .... The only difference is that 
one parent ra'civcs an actual cash payment while the other is allowed to reduce 
by an arbitrary amount ihe sum he would otherwise be obhmi to pay over to 
he State.'' 

There is a tacit belief in the above quotation that the Court knows pre- 
cisely what proportion is so owned, or commandeered, and it is not 
clear that it is an>thing less than 100 percent. The last sentence in the 
quotation simply refers to the sum that the individual would "other- 
wise be obliged to pay over to'the State." The Court clearly has no au- 
thority to make such a statement. In a democracy the pattern of tax 
obligations to the State is decided by voters; there is no mechanical 
way of predicting the outcome of that decision, and tax obligations 
can be allowed by democratic governments to vary over time between 
groups in a way that no court can have advance knowledge. 

iModel 2 

Our second elementary model is obtained b> one snnple adjustment 
to the first. Suppose now that onl> cne half of the population of one 
thousand families have children (i.e., two children each). Assume, 
too, that the proportional ta.x rate is now i5 percent but there is a stan- 
dard tax deduction per dependent child of school ageot SlOOO. Recall- 
ing that incomes are $20,000 per annum, this means that 500 families 
without children will pay S3000 each in tax and 500 with children will 
pay SlOOO each. The total tax proceeds still arc S2 million to provide 
for the same si/e defense budget as before. 

The S2000 deduction per child is made aXailable to secure what is 
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thought to be horizontal equity between taxpayers. Those with family 
responsibih'ties to teed, clothe and educate children are thus charged a 
lower tax price for the government service (defense), while others face 
a correspondingly higher tax price. There is no meaning to the propo- 
sition that the child allowances are tax expenditures in the sense of 
government revenues foregone. Since the government obtains the 
same total revenue of S2 million for defense, the change from Model 
1 to Model 2 involves no foregone revenue to meet its (fi.xed) obliga- 
tions. All that has hapoened is a change! in relative "tax prices** facing 
different groups of citizens. And insofar as a family spends some por- 
tion of the S2000 on its child's education it cannot be claimed that this 
is a kind of tax credit that is equivalent to "aid from the state." Neither 
does the money come from some entity called "public funds"; for at 
no point did it enter into the government's financial ciccuit either in re- 
ality or conceptually. 

Model 3 

In our third model vse relax the assumption of equal mcomes but 
maintain the condition of equal (homogeneous) preferences. If the 
government maintains the vicvs that "ta.\ prices'' Jor the government 
service (defense) should be inverselv related to responsibilities to de- 
pendents, it may be able to make its system of tax deductions so flexi- 
ble and adaptable to individual famil> circumstances that there will be 
no requirement for special "in kind" policies. 

Where the pressure on the lowest income families with children is 
particularly severe, the precise cause of the financial difficulty will be 
relevant for further government action. It may be that incomes hap- 
pen to be low because the parent is young and at the earliest stage of a 
life cycle of income that i> expected to grow thrv'>ugh time. With per- 
fect capit;»l markets he could borrow by pledging his future (higher) 
income. Where capital markets are imperfect a government cc^ld con- 
sider a system ol lower taxes now to be compensated b> correspond- 
ini!l> higher ones in the future. Tax credits could then be given in the 
present, but onl> on the understanding that .ax debits would offset 
them in the future. 

In some circumstances the tax credits could be below zero, as in the 
case of the adoption of the negative income tax. Instead of paying 
taxcN the famiK would then receive funds (negative taxes) from the 
government* so long as it was earning below some stipulated sum. 

It ma> be objected th^t once the rules are so designed many individ- 
uals will take unfair advantage of them. Some families, for instance, 
ma> devote their negative income -axes disproportionately to non- 
child expenditures. Others may have more children than originally 
planned because of the reduced cost of child-rearing. Notice, how- 




ever, that the latter "moral hazard" problem (as it is called) is common 
to an>* system of "pro-child" legislation. Sometimes there may be. as in 
the Canadian province of Quebec today, a deliberate political inten- 
tion to encourage population growth. 

With respect to the first moral hazard problem of insufficient ex- 
penditure by parents on the child, this is less serious in our model be- 
cause we have assumed that tastes are the same across individuals, and 
only incomes vary. But at the same time society can still rely on child 
abuse laws to deal with any hard cases. And this is the method largely 
relied upon currently with respect to the feeding and clothing of 
children. 

Observe once more that although some families in the modd are en- 
joying tax credits and deductions, there is no assumption that their 
private child^service expenditures are financed by "public funds." 
Parents receiving tax credits might purchase education from church 
schools. But there can be no infringement of "First Amendment 
taws" any more than when they purchase food or clothes from church- 
sponsored organizations. 

So far nothing has appeared that can be called an "education ^ 
policy" -any more than there can be a child feeding, clothing, or 
housing policy. Education has not been made "free." And. indeed, in- 
sofar as any argument is made in favor of "free" education it is diffi- 
cult to see why it should not be joined with a policy of "free" food, 
clothing, and housing of children. 

Model 4 . <^ 

In our fourth model we drop the assumption that people and their 
tastes arc similar and assume that our population is very mixed in 
terms of ethnic origin, "classes." and aspiration. Some may now argue 
that it is desirable that the student population in each school should be 
reasonably representative of the individuals in the community. Others 
may take the contrary position that plurality and diversity are the 
most worthwhile social objectives. 

If the upholders of the first view predominate, the question arises as 
to the most appropriate public policy. If there is a "Firs^Amendment 
Law" one problem immediately asserts itseJf. Such law precludes 
government action that prohibits religion. Those who insist on the 
greatest population "mix" in schools would presumably wish them to 
contain representative proportions of Catholics. Protestants, and 
other denominations. But since this could hardly be done without 
severely emasculating the nature of church schooling as it normally ex- 
ists, there would be serious danger of "prohibiting religion" to a signif- 
icant degree. 

Suppose that despite this problem an "education policy'* appears for 
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the first time^and with the intention of promoting a more homogene- 
ous population. One method is decided upon to attempt to achieve the 
desired objective. !t is to provide equal access public schools and a 
**free*' education in these institutions only. 

There is one major problem. !t stems from the fact that the innova- 
tion presents church school families, as well as others, with a new op- 
portunity: the service of schooling free of charge at the public school. 
In deciding whether to continue to send his child to the church school 
at the same positive price (tuition), the parent now has to realize that if 
he does continue as-before he foregoes the new opportunity oi'a *'free" 
schooling. In economics the "foregoing of an opportunitv" is the very 
essence of com: and, indeed, economists generall> speak of "oppor- 
tunity costs." But since the new situation has confronted the denomi- 
national p:,rent with a cost, the effect is to prohibit religion, at least in 
degree, and this is unconstitutional. 

It should be remembered that the new scheme of "free" public 
schools will call for increased taxes on aii families, including those 
who support religious schools. They now have to pay twice when they' 
continue to select their customar> church school: once for their own 
school and once, through taxes, for the public system. Only if , such 
private school users were excluded from the tax contributions to the 
"free" public schooling would the infringement of the F-irst Amend- 
ment be avoided. 

A tax credit to private school users to offset the disadvantage might 
be a more practical method of accomplishing the same thmg. But, as 
we have seen, legal opinion is divided on whether the Supreme Court 
would countenance such an arrangement. One of the difficulties is 
that the tax credits would go oniv to one section of society (others hav- 
ing offsetting "free" public school advantages). The benefiting section 
of society will be largel> users of church schools and this migbt give 
the appearance of a/f/to religion even though, in fact, it is only an off- 
set to a government-induced prohibiiion of religion. 

The social objective of pursuing a more homogeneous society is in 
most democracies not likely to be completely absolute and unyielding. 
If the objective was absolute, the most direct wa\ of accomplishing it 
would be to completely outlaw private schools. The fact thai this solu- 
tion is irreconcilable with the American Constit';tion was endorsed 
when the Supreme Court frustrated it m Pierce \\ Society of Sisters^ 
over a half a centur> ago. Even in the absence of this famous case it is 
doubtful whether majorities could 'ever exercise sufficient political 
power to make private schooling illegal. Minorities, especially sub- 
stantial ones such as Catholics, alwa>s have some political influence, 
especiallv vvhere vote trading is feasible. But, in anv case, to the avcr- 
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age '(median) voter the precise trade-off between the two objectives of 
population homogeneity (the "melting pot" philosophy) and plurality- 
plus-diversity is likely to be a constantly shifting one. Only by cbjtici- 
dcnce will ihe balance of preferences call for e\actl> 100 per^cMU 
subsidy for public schools (i.e. "free" schooling). 

Models 

Suppose then that in our fifth model the median voter calls for a 
subsidy of 66-/3 percent of the costs of public schooling and the oppor- 
tunity costs imposed on church school parents are a consequence of 
the political weight of the majority. The judiciary meanwhile is unwill- 
ing to obstruct the policy. This would mean that ''free" education 
would be abolished since users of public schools would ha\e to pay 
tuition equal to one third of the total cost per child. In this case those 
who continued to use church schools would still "pay twice" but the 
opportunity cost of foregoing the subsidized public school would not 
be so high as when access to it was free (66-1 percent compared with 
100 percent subsidy). 

This scenario is clearly a compromise between Models 3 and 4. And. 
in the former, tax credits pre\ ailed without any shadow of infringe- 
ment of the Constitution. So. in the present model, society could with 
^ impunity have a system of tax credits corresponding to the sum re- 
' quired for one third of the public education cost per child. For in this 
case, unlike Model 4. tax credits w ould be universally "spent" b\ pub- 
lic school users as well as bv pri\atc school users, and in identical dol- 
lar amounts. The finding is then that tax credits are unambiguously 
feasible so long as parents in public schools ha\e to pay some direct 
costs such as tuition. This point will be shown later 10 be a crucial fac- 
tor in the debate. It follows, meanwhile, that advocates of tax credits 
should simultaneously fa\or positi\e prices in public schools; or. al- 
ternatively expressed: less than 100 percent subsidies. 
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Historical Relevance of the Models 



So far we have been studying models of society that have been 
deliberately designed to be consistent with consciously adopted social 
objectives. In other words, we have been studying "what ought to be/' 
given certain generally accepted values. It is now time to approach the 
question of tax credits from the point of view of positive economic 
analysis. This focuses upon descriptive statements, propositions, and 
prediction! about the real world. For instance, an economic model 
may predict that the price of timber will increase 10 cents a pound if 
incomes per head rise by 10 percent. Positive economics **predicts" in 
this same sense. It is concerned with postulating what will happen un- 
der given circumstances. Unlike normative economics it says nothing 
about whether the results aresood or bad or about what vtc should do. 

Public Choke Predictions 

It will next be helpful to apply what has come to be called public 
choice analysis. Public choice is a study of non-market decision-mak- 
ing, or the application of economics to political science.-* The subject 
matter is the same as that of political science and includes' the theory 
of the state, voting rules, voter behavior, party politics, and bureau- 
cracy. The methodology, however, is that of economics, the assumed 
basic behavioral postulate being that man is an egoistic, rational^util- 
ity maximizer. 

Public choice analysis does not begin with pre-conceived notions of 
an tconomy governed by philosopher-kings who are to achieve "social 
optimality'* by way, for instance, of the "perfectly designed*" models 
explored in the preceding section. It starts with the realistic recogni- 
tion that governments, for some not particularly obvious reason, have 
taken over the supply of schooling in the real world even though edu- 
cation can be technically described in economics as being largely a pri- 
vate good, that is, a good which^ is pursued primarily for private 
(family) as distinct from social (public) benefit. 

Once within the enclave of government supply, the public choice 

^Dennis C Mueller, hih/u C /JmctMCambntlge: Cambridge Universiiy Press, 1979), 
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analyst of education must focus, among other things, upon the eco- 
npmic.s of the public bureaucracy and the special interest group that 
^supplies education generally. The latter, of course, comprises teachers 
and administrators, both of whom arc represented by powerful 
unions. 

But positivc'economics is also concerned initially with accurate fact, 
description, and history. It is necessary, therefore, first to enquire 
how realistic the models in the previous section are as statements of 
the real world historical evolution of educational supply. 

The Origin of the New York Public School System 

The first model outlined in the previous chapter was of a society of 
equals purchasing education privately. It abstracted from historical 
reality mainly in its assumption of equal incomes. But once we drop 
this assumption we are left with a model that does, in fact, roughly 
correspond to the real world at one point in U.S. history immediately 
prior to government intervention. 

In those days it was typical for most American families to purchase 
education privately at positive tuition charges. This is a subject on 
which there is often considerable obscurity and ignorance. Many peo- 
ple tend to believe, for instance, that before the government-provided 
system of education, schooling for the masses did not e.xist. This is un- 
true. To show why we shall briefly examine the 19th century evidence 
of one state. New York, especially since its experience seems to have 
been fairly typical of others at the time/ 

Commissioners were first appointed to consider the establishment 
and organization of Common Schools in New York State in 181 1. To 
justify such schools it was necessary to establish in what respects the 
people were not alrcad\ securing sufficient education for their cliil- 
dren. The Commissioners found that schooling was indeed already 
widespread. They concluded that it was **generally resorted to, unless 
some great local impediments mterfere."'* By "local impediments" the 
Commissioners largel> meant obstacles to the minority of the popula- 
tion that was thinly scattered in rural areas. 

In populous cities, and the parts of the country thicklv >ettled, schools 
arc generally established by individual exertion. In these cases, the 
means of education are facilitated, as the expenses of schools are di- 
vided among a great many. It is m the remote and thinly populated parts ' 
ot the Stale, where the inhabitants arc scattered over a large extent, that 
education stands grentiv in need ot encouragement, (niy italics) 

* the lollo\Mng sCLiion Ur.uw hc.ivilv upt>h m^'ariulc "I he Poiiiical I coitoniv ol Pub 
Ik SvhiH)! I fgivlaiion," Jtmrnai tif IaIw ami Liotuntms^ <Ku>bcr I%7, /cprmtcd as 
Studies iU I'duc.iliun No. 4, liisliiiitc lor Humane SiikIics, 197*^ 

'^K.nid.dl. Ihsinrx of ilw ( amnuin Siluuti Swiem of ihv Siaiv of Acu ){frk (1871). 
p 18 




The situation was thus presented in the same terms as those later to 
be used in England by W, E. Forster. the architect of the !870 English 
Education Act; it was largely a problem, to use Forster's words, of 
"filling up the gaps'* in the nearly universal system of fee paying pri- 
vate schooling for all classes. 

The New York Report of 1811. having stressed the plight of the 
rural areas, leads the reader to expect special attention to be paid to 
them in the genera! scheme of intervention. No such priority subse- 
quently appeared, however. The main features of the plan suggested 
by the Commissioners were: that the several towns of the stale be di- 
vided into school districts by the Commissioners elected by the citizens 
to vote for town offices; that three trustees be elected in each district, 
to whom shall be confined the care and superintendence of the schools 
to be established therein; that the interest of the school fund be di- 
vided among the different counties and towns, according not to the 
distribution, but to the size of their respective populations as ascer- 
tained by the current census of the United States. 

Thus, in place of discrimination in favor of poor and thinly popu- 
lated districts, which was the only relevant remaining need according 
to the evidence, a flat equality of treatment was' decreed for all areas. 
Each town, at its own discretion, was to raise by tax. annually, as 
much money as it received from ihe Common School Fund. 

One important feature in the early Common Schools that is often 
forgotten is that they did /70/-receive 100 percent subsidies. That is. 
they were not "free." For this reason the situation in New York be- 
' twecn 1812 and 1867 parallels that sketched out in our Model number 
5 in the last chapter. 

Pointing out that the public money alone would never be adequate 
to maintain the Common Schools, the Commissioners of- 1811 ob- 
served: 

r.ji it is hardly to be imagined that the Legislature intended that the 
State should support the whole expense of so great an establishment. 
The ohjccr of ihe Legislature, as understood by the Commissioners, was 
lo rouse the public attention to the important subject of education by 
adopting a system of Common Schools in the ex|>ense of which the State 
would largely participate, to bring instruction' within the reach and 
means of the humblest citizen.' 

Even with the addition of the rv venues from the town taxes there 
were far from suff ient funds to cover expenses. The substantial bal- 
ance was presented as tuition charges in the form of so-called rate bills 
to the parents. They were required in fact to pay in proportion to the 
attendance of their chijdren^. These parental charges were quite signifi- 

^Raniidli, p. 21 
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cant. In 1830. for instance, parental fees contributed S346,807 toward 
the tot31 sum for teachers* wages of $586,520. 
' On the quantity of education, the Report of Superintendents for 
1836 asserted: 

Under any view of the subject, it is reasonable to believe, that in »!ie 
Common Schools, private schools and academies, the number of chil- 
dren actually receiving instruction is equal to the whole number between 
5 and 16 years of age.'* 

The fact thauearly I9th century education in America could contin- 
ue to'be universal without being free, and without compulsion, seems 
then to have been readily acknowledged at the time. And there, is no 
systematic evidence to show that average parents, as distinct from 
public school teachers and administrators, preferred the method of 
paying for schooling through increased taxes to that of the direct pay- 
ment of tuition through rate bills. Private schools in this period, as to- 
day, amounted to around 10 percent of the total school population. 
As in our Model 5, therefore, it would have been appropriate, and 
constitutional, to allow tax credits that covered both private school 
and common school fees. There could have been no question then of 
any discrimination in favor of religious (private) schools. 

The Origin of ""Free*" Schooling 

So much for the description of events in New York in the I9th cen- 
tury. The task of positive economics is next to explain the gradual 
modification of the Common School system there from 1867 to the 
present, a modification that grafted on to the system two important 
new features: (a) 100 percent subsidies ("free" education), (b) compul- 
sion. 

First consider the simplest proposition in Ihe economics of politics. 
We start with the postulate that every government seeks to maximize 
political support and 'accordingly seeks to be constantly informed 
about the wishes of the majority of voters. Second, in »hc real world, 
the existence of uncertainty creates barriers to communication. On the 
one hand it is costly for government to keep constantly in touch with 
voters; on the other hand, the electorate Ls not fully aware of all the is- 
sues. Such a situation is favorable to the emergence of special interest 
groups claiming that they are the representatives of the popular will. 
Ftupagan'da put out by them will serve to create real public opinion at 
the same time that it attempts to persuade the government of the exis- 
tence of such opinion. 

Producing political influence is a particularly costly operation and 
the costs will be assumed mainly by those who ^« nd to gain most from 

"18^6 Annual Rcpori Ncv^ York's .Siipcrnucndcnt of ( omnion Schoi>ls 8 
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il. For instance, those ifidividuals who work in a service that is pro- 
vided by government cjm, especially through their unions, afford to 
bring greater-than-avcrage influence to bear upon government policy 
since their incomes will be particularly responsive to it. 

In contrast, the consumers, having interests that arc spread over 
many products and service^, cannot so easily afford to buy influence 
over the supply of only onfe of them. In particular, they will not be 
able to afford the information necessary to evaluate the full implica- 
tions of government polity such as, for example, the true incidence of 
taxation necessary to paylfor "free" services or the eventual effects of 
"free" service upon consiimer choices. 

ft is merely an extension of these observations to suggest that teach- 
ers, through their unions or associations, will promptly be energetic in 
the political arena whenevW the political process suddenly provides 
one of the easiest routes toleconomic gain. It so happens that in the 
late 1840s the New York tealrhers and administrators of education be- 
came the leading instigatorslof the campaign to abolishjhc rate bills 
and make education "free." \ 

, Like most other individual^ in socieiy, teachers will tend to attempt 
to ttiake a monopoly of their profession whenever the opportunity 
arises. The benefits of monopoly are higher salaries and/or a reduc- 
tion of effort on the jrh. Where parents pay direct fees or rate bills 
this money goes with 'aem whenever they decide to transfer their child 
from a Common School to a private one. It is this force of competi- 
tion that makes suppliers of education attentive to parental prefer- 
ences. The moment such competition ceases the relati\e power of 
parents declines dramatically. 

Where, for instance, the fees are zero, then the decision to transfer a 
child to a private school docs not automatically transfer funds. 'More- 
over, where a public.system is selling its service free, it is difficult, if 
not impossible, for a private system to survive. This mcans.that there 
are usually very. few alternatives for parents to choose, so that they 
tend to become locked into a zero-priced public system which becomes 
a monopoly, the benefits of which accrue to the supply interests such 
as teachers and administrators. 

A simple extension of the same reasoning'suggests that, .once it is 
behind them, the teachers' and administrators' unions will attenipt to 
conceal the historical fact of a once universal fee paying system for all 
income groups. Furthermore, they will be at the forefront of any mod- 
ern attempts to return to direct fee paying. 

Self-interest would have dictated to the Common School employees 
and organizers that the best course in the 1830s and l&40s was to cam- 
paign for a 100 percent subsidized, that is, a "free" school system, in 
order^hat the last traces of customer discretion be removed. Teachers 
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in private schools stood to lose whenever the contest was transferred 
to the political arena since they were in a minority in the profession as 
a whole. Moreover, the public school teachers had allies in the form of 
the growing body of administrative personnel that had a direct interest 
in the expansion of public school districts. 

In historical fact, organized teachers in the i840s were the chief 
campaign leaders in the movement to abolish the rate bills and to 
make education "free.** All kinds of expedient arguments were 
enlisted. And it was at this time that a new note appeared in the 
controversy. It was now contended ihat the purpose of public school- 
ing was not just to ensure an acquisition of literacy and knowledge but 
also to encourage a more homogeneous population — the argument 
that we investigated above when discussing our Model number 4 in 
Chapter 2. One of the first examples of it was the proposition that the 
children of the rich need to be integrated with those of the poor. This 
is the way the bureaucracy and the organized teachers expressed it: 

If all I he schools of every grade ihat ihe Siaic lo any exieni suppons 
».vere associated in one homogeneous sysieni, and ihc appropnaiions of 
the Staie were confined lo that system as heretofore recommended by 
this Department, and as repeatedly urged by the State Teachers* Associ- 
ation, there would be no ground for conflict.'* 

The rale bills (fees) Avere finally abolished with the passing of the 
Free Schools Act of 1867. This led, predictably, to a check in the 
growth of education in private schools. Indeed by 1870 the Superin- 
tendent of one county could observe with satisfaction: 

Private schools, always exerting, to a greater or lesser extent, a deleteri- 
ous influence on Public schools, do not flourish under the operation of 
the free school system. 

The Origin of CompuLsor> Schoolinj; 

There remained one area of discretion for the custotn^^rs of educa- 
tion; they still possessed the freedom to restrict their consumption. 
The> could remove their children from school at an earlier age than in 
those areas where better qualit> teaching existed and send them to 
places of employment where oh:the-job training and education was 
provided. 

Again the economic theory of politics can predict ^he responses of 
the school suppliers in such circumstances. Especially since public 
monev was distributed to the schools, and thereby to the incomes of 
teachers and administrators, in proportion to the numbers in atten- 
dance, sve can easily **predict" the kind of agitation that would next ' 
have been undertaken. The income maximizing teachers, managers, 

''Nmciccmh Annual Rcpon N V SupJ Piib Insiruciion V>(|87^) 
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and Other officials, especially those of average or less than average 
ability, would have sponsored a campaign for an education that was 
compulsory by statute. 

The historical evidence is. in fact, compatible with such "pre- 
di<;iion." Serious agitation tor compulsory attendance built up very 
soon after the success of the free school campaign of 1867. The pres- 
sure by the Teachers' Associations for compulsory laws, following the 
victory in 1867 of their tree school campaign, was soon rewarded. The 
Compulsory Education Act was passed in 1874. The final link in the 
process of monopolizing had now been firmly secured in the education 
of all children. Compulsory payment and compulsory consumption 
had become mutually strengthening monopoly bonds and the pattern 
of schooling for the next century had been firmly set. 

Prompted then, not so much by abstract welfare theorems as-by 
motives of self-interest, it is likely that those engaged in the initiation 
of )x common school system to uu^nwfji a private one will soon give 
reasons why the former should replace or supersede the latter. The ac- 
ceptance of particular instruments of public intervention therefore, 
need not spring tVom logical demonstrations of normati\el> ideal and 
logical arrangements. It can also spring from (and is much more likely 
to do so) the successful salesmanship of those already employed in 
government undertakings. 
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Current Relevance 



We can now continue the analysis by applying it to the present set- 
ting of the modern proposals for the establishment of tax credits. The 
same proposition from the economics of politics outlined above can 
help us predict who the opponents will be. Because the proposals can 
be expected to promote more competition from private schools, and 
since, as we have seen, the case for tax credits is sf^ngest where posi- 
tive prices are charged to public school users, the monopoly gains to 
the public suppliers of education enjoyed for over a century «will be- 
come seriously threatened. 

Consider then the serious proposal for tax credits for primary and 
secondary schooling put forward in the Packwood-Moynihan propos- 
als of 1978. proposals that eventually suffered a narrow defeat. The 
prediction of the .economics of politics is supported by the record of 
, the organizations that came out in strong opposition. Table 1 illus- 
trates some of them.. 

Since the theory predicts that monopoly and bureaucracy will in- 
creasingly control education and increase its costs, it can be tested by 
an appeal to the evidence. Some relevant recent facts are as follows: 
from the school year 1971 to 1972. the total professional staff in the 
U.S. public schools went up 8 percent while the money cost of educa- 
tion increased by 68 percent (or 21. percent allowing for inflation). But 
while inputs thus increased, "outputs" decreased. The number of sfu- 
dents fell by 4 percent, as did the number of schools. As shown in 
Graph 1 the educational testing scores of all kinds (S.A.T.. College 
Board Ex-^minations and Short Common Tests) showed declining stu- 
dent perf jrmance. It will be seen from the graph that the downward 
trend in the S.A.T. scores has been continuing right down to the latest 
reported figures (for 1980). The average verbal score, which dropped 
two points to 427 in 1979. fell to 424 in 1980. Over the same period the 
average mathematical score, which dropped one point to 467 in 1979. 

'"For details of this scheme ^.ee t. G, West. "Tuition Tax CrcdirPropiiralsrAn Ec^ 
nomic Assessment of the 1978 Packwood/Moynihan Bill." Poiicy Review No. 3, Win- 
:cr 1978. We shall make a detailed analysis of the P/M plan in Chapter 5 below 
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Table 1 

Organizations Officially Opposed to the 1978 Tax Credit Proposal 



The American Association of Colleges for Teacher Education 

American Federation of Teachers, AFL-CIO 

The American Assocaiion of School Administrators 

The American Federation of State, County and Municipal Umployccs 

Council of Chief State School Offices 

Council of Great City Schools 

The National Association of Elementary School Principals 
The National Association of Secondary Scliool Principals 
The National Association of State Boards of Education 
The National School Boards Association 



Graph 1 
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fell by another point to 466 in 1980, despite the fact that students took 
more math courses than ever before. A perfect score on each test is 
800. 

In 1977, a special panel established by the College Board to investi- 
gate the causes of the downward trend, reported that, among other 
things, lower teaching standards were a significant factor. 

Some evidence is available, meanwhile, that might well be relevant 
to the question whether increased bureaucracy causes the increases in 
education costs reported above. For the years where data are available 
(1968-69 to 1973-74), while the student population increased I per- 
cent and teachers 15 percent, the increase in supcrvisors was 44 percent. 

The strong tendency to centralization is shown in the 17 percent 
decline in the number of school districts between 1971 and 1978, a de- 
velopment that is known as "consolidation." Administrators usually 
urge consolidation on the grounds that important economies of scale 
can be gained. Yet several studies report that such economies are not 
reached beyond a relatively small size. One of the important costs of 
consolidation, meanwhile, is that parents as voters are less able to ar- 
ticulate their preferences and have them respected because both 
**voice" and "exit" (to neighboring school districts) are considerably 
weakened. 

There is in addition sdmc evidence that private schools, on average, 
are able to provide educarioircqual or superior to that provided by the 
public schools but .at a lower cost. One recent study shows that in the 
late 1970s in Manhattan the annual per pupil cost was $2,647 in public 
schools but only $462 in Catholic schools." Other evidence on this 
subject will be discussed systematically in Chapter 4 below. 

The* prediction, from the economics of politics, that organized 
union spokesmen will encourage their own view of th^ history of 
schooling, is supported by declarations made by Mr. Gus Tylor, assis- 
tant president of the ILGWU in 1979. Because of the "threat" of 
vouch^ers for education, he warned, that "The American system of 
universal, free public school education, now about 150 years old in 
this country, is in deep danger."'^ At least one part of this statement is 
incorrect. As we have shown. New York, which was not untypical of 
other states, did not introduce "free" public school education until 
about 50 years after Jhe schools were first established. The word "uni- 
versal" in Tylor's remark* moreover, is erroneous, at least for the first 
50 years of public school establishment. 

Tylor also insisted that "one of the main purposes (of establishing 



"Roberi Ci. Hoyi. "I oarnini!' a lesson ironi iho Caihohc Schools." \vw. York 
September 12. 1977. 

'•Cius Tylor. "Plasitroiinds lor Proinonon and Prejddice." \ew )<)rk 7//wfS. Ociobcr 7. 
1979. I>lor was gUesi columinst lor Albcri Shanker. Presideni of U,l'. T. 
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Common Schools) was to create a common ground where i hildren of 
different classes, reUgions, and ethnic coninmnities could meet. The 
school waslo be a sort of social cement."'* This belief seems to be 
widespread. James Coleman, for instance, similarly believes that 
•'American public education was, from its beginning, a single system, 
founded on the ideology of a single Vonunon school* to which children 
of all 'jconomic levels and all groups would be sent.**'"* In fact huge 
numbers of immigrants in the I9ih centur\ went through parochial 
schools. Furthermore, the half-million "Iree persons of color" in the 
United States before the Ci\il War were, in most cases, not e\en per- 
mitted in the public schools or the private vchools, often under penalt\ 
of law. 

\Vc have seen, in any case, that there is no evidence tlu.t the "objec- 
tive'* of a homogeneous schooling was the spontaneous demand of the 
people. It was one that had to be sold to the public b\ special interest 
, groups. Interestingly enough, the particular instance of it in the orga- 
nized teachers* argument that we quoted above was a demand for the 
almost coercive inclusion into the public schools, not of the children 
of "people of color,** but of the children of the rich. The implications 
for the public school teachers* own incomes are obvious. 

The warning that the introduction of tax credits for education in the 
1980s will undo the "social cement*" that the public schools have sup- 
posedly accomplished is employed very frequendv bv opponents. 1: 
has recently been repeated, for instance, by Albert Shankci, the Presi- 
dent of the United Federation of Teachers.'" Apparently championing 
an announcement by the IRS that it intended to "review" the tax exempt 
sfaius of those private schools that do not have the required propo**- 
lion of blacks, Shankcr seems to assume that the public school system 
is without "blemish** in this'regard. 

But when examining the record of different school sv stems on social 
integration, the independent school should be evaluaU'd against the 
social and income norm for the major users in each area. One question 
is, for instance, whether wealthier children in independent schools are 
more racially isolated than weahhier children in public schools. In the 
suburban areas of New York there is on average not more than 2 per- 
cent minority enrollments in public schools and the proportion of low 
income children attending is also tiny. Meanwhile the 44 private 
schools in New York Citv that are members of the National Associa- 

' *///«/. 

'■^Jaincs C olcinan. ct at . I'an tiis. It uihcrK ami C htUircn Ilw I'nnpms fttr i lume in 
\nicruan Uhnauon (San IfaiKisCO. Institute liu c luucniptifan Studies, j^)"!'). p. 2, 

''tliomas Sowdl iii C olcnuui. . P Sin\ell adds. iionicalK. thai more (}>an 

halfol tiii\ same ptipulation t;ri>U{> \\as hu-iatc h\ IK50 

'^\lhc^t Shankcr. "Pioblcins lot la\ C lodit Sockeis to I'ondei." \i'u /im« v. Sep- 
tember 31. iy7i> 

ERLC 



lion of Independent Schools were found, in a recent survey, to have a 
minority enrollment of twice the national average J' 

Table 2 presents some information on the relative intake of minor- 
ity groups into public and private schools. It shows that in California, 
the very place where important constitutional initiatives are under way 
in 1981 to establish vouchers and tax credits, the percentage of minori- 
ties in private schools, 22.1<^^o. is not much different than that in pub- 
lic schools; 21,3%. Such figures challenge the widespread view, recently 
expressed by Senator Ernest F. Hollings. that it is wrong to relieve the 
financial pressure on independent schools b\?cause they are typically 
selective and simply serve those families who are fleeing from the 
inner-city, integrated school. "The public school, in contrast." Hol- 
lings argued, "must take all comers -regardless of background, re- 
gardless of special problem.""* 

Table 2 

Minoril) group enroltmeni as a perceni of total elemenlary and secondar> 
cnrolimeni in public and nonpublic schools, by region and SUIe: 
Uniled Slates, 1970-71 

PKRC KM MINORITY 
Region »nd Slaie In public schools* In non-public schools 

Total U-S- 20.9 10. 1 



NKW KNOLAND 8.8 3.8 

Connccficui . 12,2 8 9 

Maine . , .8 | j 

Mavsuchuscits 8,0 2.9 

Nc\% Hampshire 8 1.4 

Rhode Kland 4 9 2^4 

Vcrmoni . .4 13 

MIDKAST . 22.0 9 8 

Delays arc , . 21.3 5.6 

DiMnct ofCoiumbta %,5 43 9 

Maryland . . 24.9 7^8 

Ncv^ Jcrsc) . , 20.0 7 8 

Ncv^ York 25.3 12.3 

Pcniuylvania 12.6 SJ 

(iRHATLAKF.S 14.7 7 J 

. . 22.0 1270 

Indiana lOj gj 

Michigan I5j 

KVO 8.0 

WiscoiiMn 8.0 2 2 

PLAINS 7.3 4.3 

Iowa 2.2 I 2 



' Ihomas Viiullo-Marnn "New York City's Inicrcsi in Rclorm of Tax Trcaimcni of 
School lixpenscs," Cay Ainwr.ai 13, No. 4 (December 1978). 

'''Irncsi I Holhngs, "fhe Case against Tuiiion lax Credits." Phi Delta Kanpan, De- 
cember 1978. 
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Table 2 (Continued) 
Minority group enrollment as a percent of total eleinentar> and secondary 
enrollment in public and nonpublic schools, b> region and State: 
United States* 1970-71 



PKRCKNT MINORITY 



Xfx^on and State 




In public schoob* 


In non-public schools 


Kansas 




8.8 


6.6 


Minnesota 




2.8 


1.8 


Missouri 




15.1 


7:-3 


^ebraika 




7.0 


3.4 


North Dakota . . . . . . 




2.0 


2.1 


South Dakota 




5.7 


19.6 


SOUTHEAST , 




29.2 


11.6 


Alabama 




34.3 


17.7 


Arkan^a^ 




«;U. 1 




Florida 




27.9 


17.3 


Georgia .... , . . 




33.5 


10.3 


Kentucky ...... 




9.3 


4.7 


Louisiana .... 




41.0 


10.4 




< 


51.0 


5.7 


North Carohna , . . 




30.7 


12.1 


South Carolina . . 




41 .2 


2.0 


Tennessee . , . , 




21.2 


8 3 






24.7 


6.2 


v> virjiinia. 






2.8 


SOUTHWEST 




34.0 


30.3 


Arizona 




28.8 


25.5 


New Mexico . 




48. 1 


66.7 


Oklahoma . 




18.0 


12.5 


Texas 




37.9 


30.0 


ROCKY MOUNTAINS 




11.7 


15.7 


Colorado . , , 




18.8 


19.2 


Idaho . . 




4.4 


5.4 


Montana ... . 




7.3 


M.l 


Utah 




8.2 


11.6 


Wyoming 




8.9 


22.0 


FAR WEST 




22.8 


20.5 






17.8 


43.1 


Caiifprnia .... 




27.3 


22.1 






NA 


51.3 


Nevada 




14.3 


9.0 






4.5 


3.7 


Washington 




7.0 
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•Sources: Department of Health, Education, and Welfare. Office of Ci\il Rights^ 
Directory of Public Elementary and Secondary Schools in Selected Districts: Enroll- 
ment and Staff by Racial Ethnic Group. Fall 1970. NCES. .S'/<///w/i w»/ Son/mhin Ele- 
mentan and Svcomian Sihools, 1 970-7 1, p. 16. 




Chart. 1: Income Distribution of Families of Students in 
Piivate Schools as Compared to Distribution of : 
Family Income in the U.S., 1974 
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Consider nexr Hollings*s view thar "mosi of our private schoorstu- 
dem population is middle or upper class/' In fact, (as Chart I shows) 
the family incomes of private school students are more similar to the 
^ income distribution patterns for the whole U.S. population than is of- 
ten believed. While it is true that a greater proportion of the public 
school population had an income of under $10,000 in 1974 (35 percent 
versus 20 percent), in the next income gioup ($10,000 to $15,000) pri- 
vate schools find sfx percent more of their total population than do 
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public schools. Finally in the highest inconie groups (over S2f,000) 
prtval6 schools enrolled onlv 2.5 percent more \\calth\ students than ^ 
did public schools. ^ 

More important, the public schools that cater tor upper inconie 
families usually spend considerably more per pupil than do private 
schools Jtaking in similar students. In the mid 1970s the highest-spend; 
ing public school district in the New York Metropolitan area spent 
$8,600 per student. This was more than any private school in the city 
and two and a half times the average expenditure of NAIS schools.'** 

The property taxes that generate revenue for such expensive public 
school systems are tax deductible. In effect this means that general 
taxpayers through the federal government are pa>ing one half or more 
of the cost of such "free" public schooling for the rich. At the same 
time, such expensive suburban public schools present niore barriers to 
low income groups than do urban private schools since they permit 
only children living within their boundaries. 



'''TcMimonv ol I)r fhoin.is \ inillo M.irnti. f KMrme> o\ Ihc Scn.iic I in.iiKc ( onnnii 
icc. Sub ( oinnnrra- on I.i\.itit>n aiul *\-b\ M.in.iiicnicn!. I.inu.irv IS, |*rs. tm Itii 
noil liwi rctlH BHl. S 2142 
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Education Tax Credits: The Potential Gain 

for Taxpayiers 

The main purpose of rhis chaprer is lo examine the probable reasons 
why new proposals to nelp private choice in education such as the lax 
credit and the voucher systems are having a remarkable resurrection. 
Again, any positive analysis must start from the facts. They include 
the following: although proposals for tuition tax credits were narrowly 
defeated in the last Congress, they are again being considered at both 
the federal and state levels. Earlier campaigners for tuition tax credits 
such^as Senator Daniel Patrick Moynihan are again active. Indeed, a 
new version of the earlier Moynihan-Packwood Tuition Tax Credits 
Bi^l has been reintroduced into Congress. More interesting still is the 
- f^i that the earlier advocates are now being supported by new and di- 
verse political bodies. Proposition* 1 3-type taxpayer groups are now 
yiemanding "educational tax credits,**' joining parents who are sensitive 
ho what they see to be deficiencies of government-run schools.^ 
/ Clearly, the traditional support for the public school system can last 
/ only as long as firm political backing persists. When that disappears 
/ or weakens the innovations of tax credits and vouchers will gain still 
further attention. 

The objective sodial scientist will naturally search for hypotheses 
and explanations for the new trend of support for these new **re- 
fornis." The support is clearly linked with demands for less costly 
government. The fact that Proposition 13 followers, for instance, 
favor educational tax credits suggests their intuitive belief in the prom- 
ise of financial economics. It will be helpful, therefore, to investigate 
the possibilities and extent of potential taxpayer gains following the^ 
adoption of practical tax credit schemes in the near future. The more 
tax saving potential there is, the more, presumably, will the political 
impetus for change be sharpened. ' . 

So far the strongest political inHuencc in^the determination of 

^"Manuel S. Klausncr. **ruirion Tax Crcdils: A Debate Revived." fn/on9j (Ccnier for 
indcpcndcni liducation). No. U), September 1979, 
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schooling in America htis been the organized supply interests of teach- 
ers and administrators. It does not follow, liowever, that such influ- 
ence will uiways be so dominant. The mere fact of demographic change 
in America is leading to a shift in the voting payoffs for politicians. As 
the average age of the population increases, the da> approaches when 
the median voter shifts from having, say, two schgol-age children, to 
one and eventually to none at all. He will, accordingly, be less and less 
enthusiastic about collectivized spending on education and will begin 
to displa> a preference for more direct provision by parents them- 
selves. This situation could well come about Jby the gradual introduc- 
tion and increase of user charges (fees) for education. 

The current political trend towards a more favorable voter disposi- 
tion to financial relief for private schools should not be underesti- 
mated. It is certainl> not a passing aberration of the earl> 1980s, We 
should remember that the famous Supreme Court cases of the 1970s 
dealing with "aid to nonpublic schools" rev ealed a judicial rather than 
a political opposition. In the famous Nvqtuu'csisc of 1973, for in- 
stance, the electorate had alrcadv decided its willingness to provide 
grants, vouchers, and tax credits to private schools and their users. 
But when we add to this obvious political upswelling of\o,er demands 
the increasing concern over the inefficiences of the public system, the 
political impetus seetns destined to become cumulative. 



U.S. Private Education in Statistical Perspective 

America's system of piivate schools represents an important com- 
ponent of the nation's elementary and secondary education system. 
More than 18 percent of the elementary/secondary schools are under 
private control. In addition, private schools enroll more than 10 per- 
cent of the students, employ 1 1 percent of the teachers, and account 
for about 10 percent of the high school graduates. But although they 
generate at least 10 percent of the output of education in America they 
spend only about 6 percent of the total amount of current expenditure 
in the U,S, as a whole. The scale of operations of private schools lends 
to be smaller than that of public schools, since they have fewer enroll- 
ments, , At the same time the private schools, generally, have lower 
teacher/pupil ratios than do public schools. One-half the total number 
of private schools are operated by Catholics and they enroll almost 
two-thirds of the total number of pupils while employing more than 
one-half of the total number of teachers. 

Systematic efforts to gather statistical data from private schools 
that could be compared to public school data have only been made 
very recently. With the support and cooperation of the Council for 
American Private Education and the National Catholic Educational 
Association, the National Center for Education Statistics surveyed all 
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- Table 3 
Priblkr and private school enrollments: 
United States, school years im-T? through 1978-79 
(Numbers in thousands) 



School yttr 

1977- 78 

1978- 79 



Tout 

49.4% 
48,826 
47,637 



Public 
Number Percent 



44 317 
43.731 
42,559 



89.5 
89.6 
89.3 



Pri%aie 
Number Percent 

5 J 79 ' 10.5 
5.095 10.4 
5,078 10.7 



Table 4 

Pupil/teacher ratios in public and private schools: 
United States, school years 197^77 through 1978-79 

SchiMil \far ToUl Public Private 

"^^^•77 20.1 20.3 18.8 

J977-78 19.8 19.9 ' 18,5 

1^78-79 19.3 19.4 |8.5 



private schools known to exist during school years 1976-77, 1977-78, 
1978-79 to acquire data on enrollments, staffing, and finances.-' 

One of the interesting facts is that during this period of declining en- 
rollments, private schools have been "surviving" somewhat b^'tter than 
public schools. Public school enrollments decreased by 4 percent com- 
pared with 2 percent in private schools. This indicates a small relative 
shift of children from public to private schools, as wiH be seen from 
Table 3. 

In this period of financial pressure, private schools were apparently 
able to economize on leaching staff more effectively than public 
schools. The number of teachers in public schools actually increased 
by 0.5 percent over the period despite the drop of enrollments of 4 per- 
cent. The number of private school teachers, in contrast, decreased by 
a greater proportion than their drop in enrollments (0.4 percent com- 
pared with 0.2 percent). 

Private schools enrolled just under 1 1 percent of the total number 
of pupils, but they employed just above 1 1 percent of the total number 
of teachers. This resulted in the slightly lower private school pupil/ 
teacher ratio observed in Table 4. 

Expenditures for current operations (see Table 5) increased by 10.2 

"'NaiiiinalCcmcr lor i duLation Siatislics Duilctm, L S. Department of Health, l:duca- 
luiii and Wellare-t dutaiKin Division, October 23, 1979. hacaftcr SC l.S HuUetm, 
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percent in total between school years 1976-77 and 1977-78. The in. 
crease was much larger in public schools (10.5 percent) than in the pri- 
vate schools (6 percent). 

We come now to a set of figures that are probabK ihe most relevant* 
tor any estimate of the potential gains to ta\pa\crs from the introduc- 
tion of a t-x credit system. Table 6 shows that on average a private 
school accounts tor just under 50 pert:cnt of current expenditure per 
pupil compared with an average public school. These figures need 
some qualifications. We shall postpone discussion of them, however, 
until later in the study. Meanwhile, it will be interesting to conduct 
sopie elementarv calculations to explore the possibilities of tax sav ings 
using the figures as they stand. 

It will be shown that a crucial factor is the propensity of families to 
switch into private schools when tax credits are available. We shall 
suppose, for the moment, that the "educational outpui" of the average 
private school is not very differem from that of the average public 
school. Assume, in our first experiment, thai the propensity to .itch' 
into private schools following tax credits will be zero. That is to say, 
the result of a tax credit provision will be to benefit the present users 
of private schools exclusively. Basing our estimate on the year 1977-78 
this will mean a demand on the public revenues of an extra S4.17 
billion, the average tax credit per pupil being S819 per annum. The net 
effect would be that since the users of private schools were no longer 



Tuhle 5 

Kxpenditures for current operations of publii* and private schools: 
I nited Slates, school >ears 1976-77 and 1977-78 
(Numbers In $ millions) 



VhfHii >eair lotul 

I97f>^77 66.983 
1977-78 •'1,839 



Amount Percent 

6^046 94,1 
69,666 94 1 



Private 
; Amount Percent 

3.937 5 9 

4.171 5 7 



Tahle 6 

A\era>{e current Expenditure per pupil in public and private schools: 

I nited States* school >ears 1976-77 and 1977-78 • 

School \ear A\eraK4- Puhllc Private 

S S % 

1976 77 |,M4 760 

1977 78 1.716 819 
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paying their normal net laxconinbuiions^ then others in society would 
have to pay more tor given public goods ^uch as defense, roads, etc., 
*by increases in ordinary tax rates. Otherwise there would ha\e to be 
some reduction in the onipui of such public goods (or a conibmation 
of both). 

Suppose, in our second experiment, we find that after the ta.x credit 
is provided, 10 percent of the public school population transfers to 
private sector schools and that the private system can, in the long run, 
cope with such an increase at no extra average cost. From Table 6 we 
see that average expenditure per pupil in public schools in 1978 was 
$917 larger than that in private schools. This means, in our present ex- 
periment, that for every student transferring to the private sector the 
government authorities would have saved, on average, S917. When we 
compare this with the expenditure on the pupils already in the private 
sector, at a rate of $819 per head, we see that there is a saving of $98 
per head when a number of students equal to the population of the 
private schools, transfer^ from the public schools. The total saving, in 
fact, would be over two-fifths of a billion dollars or $425 million. 

On this reasoning, therefore, the Proposition h3-type voter? will 
welcome the tax credit scheme so long as they envisage at least 10 per- 
cent of the public school population transferring to private schools. 
Carrying this calculation a little further, we see that, beyond the 10 
percent transfer, the taxpayer saves S917 on every additional child 
who moves from a public to a private school. If we suppose thai 20 
percent, or one-fifth, of the public school population transfers to the 
private sector, there will, in fa^t, be a saving of nearly $4 billion. 

So far we have been assuming that the tax credit provides for the 
full amount of the average current expenditure per pupil in private 
schools. This need not be the case; and indeed the Moynihan-Pack- 
wood proposals amounted to $500 per head, which is just over one- 
half of the magnitudes being considered here. Suppose, then, that 
government had otTered a tax credit in 1978 equal to one-half Ihe 
private school expenditure per head in that year, that is, one-half of 
$819 or $409.50. If there were zero pupil transfers from public to 
private schools, the cost to the authorities would have been just over 
$2 billion. If there were positive transfers such that 5 percent of the 
public school population moved to private schools, there would have 
been a net gain of a quarter of a million dollars. Thus at tax credits 
worm $409.50, Proposition 13 voters would be enthusiastic if they 
calculate that at least 5 percent of the public school population would 
move to private schools. 

Clearly, the higher the value of the tax credit, the greater the pro- 
portion of the public school population that has to move into private 
schools bef( le taxpayer gains are realized. The "moraP* is that those 
who wish to design tax credit proposals, especiallv if thc> assume that 
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voters are risk-averse, will wish to bias their viliic downwards in the 
first Few years of operation. 

in the popular imagination, the new "liberation" of choice in educa- 
tion will probably be envisioned in the form of pupils moving exclu- 
sively \nio existing private schools, in our last/example the break-even 
point for taxpayers would come when just ui\uei 5 percent of the pub- 
lic school population moved. But this would mean a crowding of 50 
percent more students into currently built inchrpendent schools. If th»s 
would seem to be too close to reasonable tolerance levels, it would be 
more so with the movement of 10 percent of the public school popula 
tion. And it.is such a movement that is required for taxpayers to break 
even when the tax credit values reach the full extent of the privaic 
school expenditures. Such a mo\e would, in fact, double the popula- 
tion in existing private schools. 

But although average \oters may not initially grasp the point, the 
fact is that when such numbers swell the demand Tor private educa- 
tion, entirely new independent schools are likely to appear. New 
•*branch plant" schools, for instance, will be constructed within the 
church-affiliated section of private schooling, it is probably true, all 
the same, that the average taxpayer will need some kind of demonstra- 
tion effect of this. Tax credit advocates, therefore, would seem to be 
vvell advised to exercise consejvatism in the initial stages. On this rea- 
soning the 1978 Moynihan/F'ackwood proposal of a $500 tax credit 
would seem to have been particularly judicious. 

Qualifications 

We have yet, however, to return to the necessary qualifications con- 
cerning the differences of expenditures between public and private 
schools. The National Center for Education Statistics recommends 
caution in making comparisons. More than three quarters of the pri- 
vate school teachers are employed by church-affiliated schools. Serv- 
ices contributed by teachers in these schools result in lower salary 
expenditures than those found in non-affiliated and public schools. 
Teachers' salaries, of course, are an important part of the total operat- 
ing costs and amount to between 60 to 80 percent of a school's total 
expenditure. Unpi.iblished data indicate, for instance, that approxi- 
mately 20 percent of Catholic school teachers are members of religious 
orders and are paid at substantially lowe/ rates than other teachers.- 

Yet the relevance of .these observations is not entirely clear. It does 
not necessarily folio v that because teaching members of religious or- 
ders obta.n lower salaries than other teachers they are further away 
from "true'* market levels. Public school teachers are strongly union- 
ized, so Jure maybe significant monopoly elements in their salaries 
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that place them well above market levels. !t would then be quite ra- 
tional for consumer-citi/en taA.-)ayers to move to a system that pur- 
chases less monopolistically determined costs of their services. 

If, on the other hand, the religious teachers are accepting salaries 
lower than market levels, we must presume a significant degree of 
charity donated by the teachers concerned. But notice that only 20 
percent of the private teachers are reported to be in this category. 
Moreover, it is not necessarily irrational on the part of consumers of 
education to wish to give a greater proportion of children the advan- 
tages of such charitable behavior! Certainly there is a question 
whether the numbers in this teaching class will increase sufficiently 
when private school populations begin to grow following ta;< credits. 
But such questions cannot be answered until an opportunity has been 
given for a tax credit scheme to operate. 

It would be extreme reasoning, to say the least, if it was suggested 
that disproportionately low teaching salaries make all the difference in 
the current expenditures between public and private schools. If this 
\vas so, the teachers in private schools would be receiving less thin 
half of the salaries of those in public schools. This is clearly not true. 

Some non-teaching sources of the relative efficiency of private 
schools may be deduced from Table 4. It shows that the increase in 
average current expenditure per pupil was greater in the public sector 
' over ihe years 1977-78 compared with the private sector. Over this 
period the ratio of private to public expenditure went from 49.2 per- 
cent to 47. 18 percent. Although ihere was some change in teacher em- 
ployment between the two sectors it was far from sufficient to account 
for this relative increase in the efficiency of the private compared with 
the public sector. 

Finally, the National Center for Education Statistics cautions that 
the figures for private education were collected on a school-by-school 
basis and about one half of the schools did not respond. Fifty percent 
is a large sample, nevertheless. And if it was biased at all it would have 
been because of the over-representation of larger and higher income 
schools (which can more readily afford the time and cost of answering 
surveys). This means that, if anything, the figures of expenditures per 
pupil reported in our Table 6 would be overestimated. This being so 
the cost differences between private and public schools would be even 
more striking. 

Comparisons With Other Public Services 

In the judgement of the present writer then, after appropriate cau- 
tion has been taken in comparing private costs with public costs in 
education, the impre^ssion remains that the costs of private .schooling 
are significantly lower. This conclusion will not come as a surprise to 
economists. For a half a century now the> have been employing systc- 
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matic analysis to explore the differences in private wealth pursuits by 
public and private firms. More importantly, they have recently been 
obtaining strong empirical evidence of public/private cost differences 
that appear to match those just found in education. It has been dii^cov- 
ercd, in other words, that production efficiency constraints are far 
more effective in private than in public firms. Public firms produce 
output at higher cost, their managers enjoy "quieter" lives, and they 
have greater levels of discretion. 

On the subject, for instance, of private contracting versus public 
supply of fire services, it has been found in the two U.S. localities 
studied, ihatJhe private firm turned out the same effective service for 
half the cost. Other research has estimated that there is a 40 percent 
savings of the private over public arrangements for garbage collection. 
Another economist has found that the private regulated firm in do- 
mestic air services in Australia enjoys a higher productivity for its in- 
puts than does the Crown airline, though by law their routes and 
travel time are equal and equipment identical. In the areas of ship re- 
pair, weather forecasting services, and debt collection, a new study 
published in 1980 based on U.S. General Accounting Office material 
calculates that costs are at least double or triple in the public as op- 
posed to the private sector. Strong evidence is also available showing 
that the operating costs of publicly owned water companies exceed 
those in private companies.'^ 

Yet another study demonstrates the upward bias in relative prices 
of the inputs used wh<^n the government becomes the actual producer 
of services. This'has been illustrated with reference to the case of day- 
care. The study concluded that direct government provision of day- 
care services in the Canadian province of Ontario tends to raise costs 
significantly. Two reasons were offered. First there is less incentive to 
reduce cost^ than in the private sector because of the problem of 
"shirking" or bureaucratic inefficieiicy. Second, workers tend to de- 
mand, and receive,^igher wages from large monopolistic public-sec- 
tor employers than from many small private undertakings.-^ 

Viewed in the perspective of these studies, the figures examined 
here, of public school expenditures per head being twice those in pri- 
vate schools, are not particularly surprising. And even if some adjust- 
ment should be made for the "charitable" elements in some of the 
teaching salaries in church-related schools we should also remember 
that the assumption of our analysis has been that the educational "out- 
puts" of the independent and public school systems are not very differ- 

-'ihc full rckTCiicfs lo Ihesc studies are contdiiied iii Thomas L liorchcrdmg. "Towards 
a Positive Ihcor> ol Public Secior Suppl> Arrangenicms," Ocparinicnt of Lconomics 
and Comnicree Diseussion Paper 79-15. Simon J-raser IJniversny. 

^M. Krashinsk). Dawarc and Puhlu Pohi'i in Ontario (Toronto Univcrsitv of Toronto 
Press. 1977). 
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eni from each other. Insofar as families believe that the output of 
private schools are more efficient on aveiage than that of public 
schools* there will be a further adjustment to be made that counters 
ih^t for salaries just mentioned. - 

There is little published research on the differences of school out- 
puts and clearly much more is needed. It would be particularly inter- 
esting to compare the number of hours of teaching especially in the 
area of literacy skills. Insofar as the average teaching profession in 
public schools is more union-organized than that in the private sector, 
it may well be that the total hours of educational "output" are some- 
what less in the public sector. But even without concrete empirical re- 
search the question of political preference is influenced more by what 
individual voters and parents beiieve to be the differences in efficien- 
cies of institutions of which they have knowledge in their locality. 

The conclusion is, therefore, that the estimate of potential taxpayer 
gains made above is not too far from the truth. A tax credit based on 
one-half of the current average operating expenses per student in the 
private sector will begin to generate substantial gains after 5 percent of 
the public school population has transferred' to private institutions. 
Taxpayers who do not have children will especially welcome this 
event. Those who do have school-age children will also enjoy their 
smaller obligations to the total tax bill, as well as the greater freedom 
of choice in their own childrens* schooling. 
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Origins of Tax Credits and Recent 
Federal Proposals 

Toil Paine's ICducation Tax Credit System 

the origin of the idea for tax credits to enable people Jo purchase 
education in private schools is to be found at the end of Tom Paine's 
The Rights of Man, published in 1792. Because we feel that the pres- 
eiit age has much to learn from Paine, a brief account of his argument 
will be helpful here before proceeding to a review of recent U S 
federal tax credit proposals. 

There seems no doubt that if Paine were living today he would 
probably be a leading figure in the Proposition-13-type movement. As 
IS well known, that movement stems from the increasing resentmem of 
continually growing taxation together with opposition to increasing 
deficits and overexpanded government. In Paine's worU*, too. taxes 
had been rising for some time, indeed for three centuries. In those 
days in England there was no income tax and most of the taxes were 
regressive, and fell especially severely on consumptions items such as 
sugar, beer and tobacco, it is true that in the 1790s about 12 percent of 
all British government revenue came from the land tax paid largely by 
the aristocrat. It so happened however that this was the only tax which 
was falling. 

Paini focused on the current expenses of government and argued 
that they could be reduced to less than a t^uarter. It was in his search 
for an appropriate way to dispose of the surplus that the proposal for 
educational tax credit emerged. While considerable reductions of the 
excise tax were part of Paine's plan, he insisted that there should be a 
nice discrimination within the group that paid it. The same was true 
with respect to this proposed reduction of the poor rates. (These taxes 
were largely escaped by-the aristocrats.) Money taken in such taxation 
fronraverage families was much mere than enough. Paine argued, to 
finance the basic education of their children. A laboring man with a 
wife and two or three children paid a fourth of his yearly earnings in 
taxes even though "He is not sensible of this, ba-au.se it is disguised to 
him in the articles which he buys, and he thinks only of their dearncss " 
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In his final scheme to distribute the surplus revenues from unneces- 
sary taxation Paine proposed to pay as a remission of taxes: 

. . .10 every poor family, out of the surplus taxes, and in room of poor 
rates four pounds a year for every child under fourteen years of age; en- 
joining tfic parents of such children to send them to school, to learn 
reading, writing and common arithmetic; the ministers of every parish, 
of every denomination to certify jointly to an office, for that purpose, 
that this duty is performed.-- 

It should be noticed too that Paine was not suggesting compulsory 
schooling. His argument was that families would naturally purchase it 
if only they were not made so poor by the heavy taxation. Indeed the 
large section of the poor were already purc.hasing some education de- 
spite all obstacles. Paine's whole operation would, he thought, relieve 
the poverty of the parents: "because it is from the expense of bringing 
up children that their poverty arises." His scheme in fact can be seen in 
terms of a move from our Model 1 to Model 2 in Chapter 1 of this 
study. 

Paine was also concerned with the difficulty of inaccessible school- 
ing in sparsely populated area. To meet this problem, he proposed a 
special allowance for each child living in these areas. The allowance 
would amount to 10 shillings a year: 

. , , for the expense of schooling for 6 years each, which would give them 
6 months' schooling each year, and half a crown a year for paper and 
spelling books.-^ 

Paine also anticipated the problem of administrative feasibility and 
claimed that his plan was easy in practice; *Mt does not embarrass trade 
b> a sudden interruption ir the order of taxes, but effects the relief by 
changmg the application of them; and the money necessary for the 
purpose can be drawn from the excise collections, which are made 
eight times a year in every market town in England."^' 

Paine*s scheme distinguished itself from the typical proposals of the 
classical economists of his time by directing the finance not at the 
school but at the scholar (via his parents or guardian). Adam Smith 
and several of His followers, in contrast, wanted to subsidize educa- 
tion but the subsidies were to be confined mainly to construction and 
maintenance of school buildings. Tuition fees were to be paid by all 
classes, however, and they were intended to contribute to the bulk of 
the teachers' salaries. Paine*s proposal went much further than that of 
Smith, insuring the possibility of the exercise of the widest choice on 
behalf of a child. Under his scheme a bigger proportion of education 

•^Top] Panic. The Ri^his of Man Everyman's cdihon (London. 1961. p. 248). 
'^'Ibui p. 252. 
'-"ibul. p 256 
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expenditure would go through parental hands so that the competition 
between schools would be even greater/-^ 

Federal Tax Credit and Tax Deduction Schemes Until 1977 

Schemes reminiscent of Tom Paine's have recently emerged in the' 
United States. Several tax programs^ for education first began to ap- 
pear during the 1950s. Mainly, however, these were bills to provide tax 
deductions rather than tax credits (the distinction is explained below). 

Notice straight away that when proponents speak of deductions or 
credits today they usually have in mind deductions and credits relating 
to income tax. This is in a direct contrast with Tom Paine's proposals 
which were based on tax credits for indirect taxes paid, taxes such as 
excise duties. Of course, the income tax was not present in Paine's 
time. But even today it accounts for less than half of total tax reve- 
nues. Indirect taxes still piovide more money to governments than 
docs the income tax. And large taxes such as the corporate profits tax 
is passed on to consumers of all income groups. 

Apart from the legal problems connected with tax deduction 
schemes, experience has shown that they confront considerable politi- 
cal opposition. This js because they favor the rich since they provide 
benefits that vary positively with income. Since the American income 
tax system is a graduated one, a benefit gives greater tax relief to a 
high-income taxpayer than to a low-income taxpayer. A $100 deduc- 
tion, for example, saves $70 tax for the high bracket taxpayer whose 
marginal rate reaches 70 percent, whereas it saves only $20 for the 
low-bracket taxpayer whose marginal rate climbs only to 20 percent. 
Those who pay no income tax obtain no benefit at all.-'' 

It was mainly because of such reasons that the tax deduction pro- 
posal lost ground in the 1 960s to schemes for tax credits. These give an 
income-constant benefit because the credit of a given amount is sub- 
s^racted directly from the taxpayer's bill, not from his income. High- 
and low-income taxpayers get the same size benefit as long as both 
have prc-credit liability equal to, or in excess of, the available credit. 
There is still a serious equity objection, however. The tax credit system 
fails to get assistance to low-income families who have little or no tax 
liability for the credit to offset. But as we shall see, some versions of 
the tax credit schemes adequately meet this objection. . 

Six education tax credit proposals passed the Senate between 1967 
and 1977. Since most of them related to college education, and we are 

•'I or hirihcr dciails ol I'aincs proposal sec G W est . "Tom Painc's Voucher Scheme 

tor lAlucanon Souifwm Liofuwjn JoumaL Janiiarv 1967. rcprinicd in 1. C. West 

Ltiuathon {f>ul Inthtstnal Ri'xotutmtu Baislord, Londoi\ 1975 
•"'Jonn K McNultx. '-laN Pol.cv and luuion Crcdn legislation: Icdcral Income Fax 

Allowances or Personal C osis ol Higher LdiKaiion.- CaiOormu Imm RcviCM- 61(1) 

lauti.irv 1973 
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interested mainly in primary and secondary schooling, we shall not 
discuss them in detail here. One feature emerged, however, that • as 
later to be applied to tax credits tor schooling. In 1971 Senator Abra- 
ham RibicotTs (D-Conn.) tax benefits scheme tor college tuition (initi- 
ated in 1%7) reappeared with one interesting moditlcation. It provided 
that the tax credit would be refundable. This means that a t'amily 
would receive a cash retund to the extent that it owed no income taxes 
to which the credit could be appHed. 

The first significant tax deduction proposal for tuition appeared \i\ 
1975 and was introduced by Senator James Buckley (Cons, R-N.Y.). 
His scheme would have provided for a Si, (XX) deduction for tuition 
payments to institutions of higher education, vocational schools, and 
elementary and secondary schools. Buckley's proposal was rejected, 
but it is widelv believed to have been the forerunner of the famous 
Packwood-Moynihan bill presented in 1978. 

The Pack>%ood-!Vlo>nihan Proposal* 

This proposal contained several meritworthy features. First, it was a 
tax vreciit plan which, as shown, has several advantages over the 
scheme of tax deduaions. FL/.her, the P/M plan incorporated the 
new idea of •*tax ref^ndability." This means, to repeat, that if the tax- 
payer is entitled to a credit greater than the amount of his tax liability, 
the difference is refunded to him in cash. The amount of the tax credit 
proposed was up to S5(X). Thus in the case of an individual who has 
zero income tax liability he would have stood to qualif> for tuition 
credit up to $5(X) for a student. 

There is a further point of equity concerning the P/M p!an that has 
been overlooked in previous discussion. Most of the private schools in 
America have religious affiliations. As such they have been able to 
take advantage of the fact that contributions to them are deductible 
under the tax codes as they relate to charities in the broad sense of that 
term. Insofar as parents have been able to give "contributions" in lieu 
of tuition, they have already been receiving the equivalent of some tax 
credit. There is, indeed, some evidence that this has been happening.^ 
Clearly this advantage has accrued to income tax payers exclusively. 
Furthermore, and within the income tax paying group it has benefited 
the higher income individuals progressively. The effect of the P/M 
legislation would have been to spread the advantage to the poor fami- 
lies that use private schools and which pay no income tax at all. 

The second advantage of the P/M proposal was that it was not too 



♦Hereafter the l*^M proposal. ' 

'"R. I) Rcischauer and R. W Hanman. Ki'fnnnina Sihonl f inann' (Washington. 
D.C: The Brookings Institution. 1973). p. 14.1 
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ambitious. We argued in Chapter 4 that the higher the value of the lax 
credit, the greater the proportion of the public school population that 
has to move inio private schools before taxpayer gains are realized. 
"Modest" credits therefore have a greater initial chance than those that 
extend to the full cost of the private tuition. This is especially so where 
taxpayers are looking for quick gain^ from the innovation and where 
the voters are risk-averse. The P/M proposal of credits up to $500 
would seem to suggest that about half the average private school ex- 
penditure was being covered. On our previous argument this implies 
that only five percent of the public school populations have to move to 
private schools to generate net taxpayer gains. 

The Packwood-Moyniban bill also provided for tax credits for col- 
lege users. Normally this would be difficult to justify on equity 
grounds. This is because most college users can expect to enjoy above 
average incomes over their lifetime whether they go to college or not. 
To give them special financial privileges would seem to give dear 
benefits to the middle and upper classes. There are two arguments 
however that qualify this charge. 

First, insofar as government allows tax credits for physical capital 
(e.g. depreciation allowances), there is an argument on allocative if 
not on equity grounds that human capital (investment in post-secon- 
dary education) should be similarly treated. The second aspect of the 
post-secondary tax credit concerns possible changes in the whole 
structure of educational finance that the P/M proposal might have 
brought. The present structure relies, to a significant degree^ on stu- 
dent loans and the tax credit proposal comes at a time when this sys- 
tem in America is at its lowest reputation in terms of efficiency. To the 
extent that the tax credit svstem begins to supersede the conventional 
loan system it could be an important source of cost saving for future 
years. 

The public loan svstem seems to have failed, first because the banks 
have very little incentive to collect payments on loans once the> arc de- 
faulted since the federal government provides a substantial guarantee. 
Second, the incentive lo default is quite high and some students even 
declare bankruptcv in order to avoid repaving. There is certainly a 
logical case for a loan s.vstem. When it v\as first proposed in the early 
!96()s, however, it was intended that the s>stem would use the alreadv 
substantial niachinerv of the income fax aufhonnes to collect interest 
on repayment. The incentive of individuals to default against income 
tax is likely to be considerablv smaller than present incentives. (Bank- 
riipit>, for instance, cannot be pleaded as an excuse lor nonpavment 
ot uicome lax.) 

NVfiar was interesting about the P M proposal was that it could be 
pleaded as a return to the philosophv of the loan svstem a. originally 
ifileiided and described -a svstem that uses the income tax madiinerv 
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for collections. It is true that Packwood and Moynihan did not pre- 
sent their plan in such a light, and they spoke of the facility as provid- 
ing stale aid. Nevertheless, the burden ot* their argument was that 
unless their proposal was adopted, many students would not receive 
higher education, and ultimately the government would receive K^ss in 
tax revenues. Conversely, if the tax credits were successful, users of 
the P/M system would eventually "pay back" the income tax authori- 
ties a higher volume of tax revenues that they otherwise would. In 'his 
sense the P/M tax credit plan can be regarded as a device that stimu- 
lates a loan system and moves in the direction of efficiency in lending 
in contrast to the present conventional loan systcn. 

One disadvantage with the P/M plan was that the credit was limited 
to 50 percent of a school's tuition charge. This involves a discrimina- 
tion against the users of the less expensive private school. Thus a per- 
son attending a school whose fees amounted to SSOO would receive only 
S250 in tax credit whereas families using schools charging SI, 000 
v\'ould receive $500. The P/M plan would have been better without 
this condition. 

The 1979 Tuition Tax Credit Bill: S. 1095 

Following the defeat of the P/M scheme. Bill S. 1095 offered in 
1979 lax credits of S250 per elementary and secondary student and 
S500 per post-secondary student for fees paid f* r tuition. As in the 
P/M bill the credits apply to each member of the immediate house- 
hold—head, spouse, and dependents. Similarly elementary and sec- 
ondary schools are defined as in the elementary and secondary educa- 
tional act.of i%5; in addition, eligible educational institutions must 
be privately operated and in accordance with state law and be exempt 
from taxation. 

This bill contains the same disadvantage as the P/M plan in that the 
lax credit allowed per child cannot exceed 50 percent of tuition paid. 
But it suffers a much more serious disadvantage than the P/M scheme 
.since the tax credit is not "refundable." In this case, unlike the P/M 
version, if a family has no federal income tax liability, it receives no 
aid. This means that in order to enjoy tax credits families must have a 
taxable income of S7.000 or more. This is clearly a discrimination 
against many poor families and especially single head households 
where the mother has to take a job at low rates of pay to support her 
children. 

It will be seen then that this latest attempt to establish the tax credit 
is far removed from the intention and philosophy of Tom Paine who 
wanted to discriminate in favor of the education of »he poorest. And 
Tom Paine reminds us that everybody pays taxes whether he contrib- 
utes to income tax or not. The poor pay sales taxes, property taxes and 



40 



ERIC 




1 . - 

taxes on all kinds of goods and services. There is no logical reason why 
a tax credit scheme could not respectably argue that credits were being 
made available also for such indirect taxation. Bill-S.1095 seems most 
conspicuous in its neglect of this simple point. 
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State Proposals 

The 1980 California Educational Tax Credit Initiative 

The California initiative, which was circulated for the 1980 ballot 
was sponsored by the National Taxpayers Union. Although it wai 
subsequently withdrawn, it contained "interesting features worth dis- 
cussing here, especially because most of them have redppeared in the 
Washington, D.C.. initiative for the November 1981 election. 

The Central Features 

According to the summary prepared by the Attorney General of 
California, the chief purpose and points of the proposed measure 
were: First to provide a state income tax credit for taxpayers who paid 
. educational expenses on behalf.of California residents attending full 
time public or private schools providing instruction at the kindergarten 
stage through high school levels. The credit was also to be available 
for those attending institutions of higher learning where admission is 
conditioned upon a high school degree or equivalent. The credit was 
limited to $1,200 per student for tax years ending on or before 
December 31. I98I. with provisions for annual increases after that 
The state was prohibited from imposing on private educational insti- 
tutions more restricted requirements in the Compulsory Education 
Law than those in effect June 1. 1979. 

Following our discussion in Chapter 4 it would seem at first sight 
that the conspicuous feature of the California scheme was the rela- 
tively high level of the tax credit limit. Judging from the published' fig. 

"i'ft^ ^" ?f '^^^ expenditure in American private schools. 

> 1.200 would seem to be more' than ample. 

Table 7 shows the U.S. average current expenditure per pupil in 
public and private schools as reported in the NCES Bulletin of Octo- 
oer23. 1979. The Bulletin's figures are contained in the first two rows. 
The third row is our own estimated piojection for 1980-81. The pro- 
jection is based on the assumption that the public school expenditure 
expands at its annual rate of 1 1 .75 percent (the rate of expansion be- 
tween 76-77). We assume that the private school expenditure will ex- 
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Average current expenditure per pupil in public and private schools: 
U.S. school years 1976-77 and 1977-78 extrapolated 
to 1980-8L 



School Year Public Private 

1976^77 $1,544 $ 760 

1977-78 1,736 819 

1980-81 2.423 1.090 



" Source: Naiioral Ccnicr for Educaiton Siaiistics Bulleiin, October 23. 1979. 



pand at a lower rate and here assume that this is 10 percent. On this 
reckoning average per pupil expenditure in U.S. private schools in 
1980-81 will be $1,090. This falls well short of the $1,200 limit con- 
tained in the educational tax credit scheme. 

If we assume private school enrollments remained pretty much the 
same as in 1978-79, that is at nearly half a million, the California tax 
credit scheme would have benefited the existing private school popula- 
tion in 1980-81 by something over $5 billion. This would have been 
the cost of the scheme if no transfers were made from the public to the 
private sector and if each private user obtained (he full benefit of 
$1,200, Insofar as transfers would have taken place there would have 
been a saving, since private schooling costs less. But it would have 
taken well over five million students to transfer before net gains to 
taxpayers eme^ed. And such a transfer would have jaused the private 
school population to have increased by over 100 percent. 

Clearly this magnitude of transfer seems to be a particularly large, 
at least in the short-run. On al! these assumptions savings to taxpayers 
would appear only after several years of experience with the system, if 
at all. These fmdings seem all the more striking when we bear in mind 
thai one of the main motivations of the National Taxpayers Union is 
to curb rising bureaucratic expenditures and therefore to reduce taxes. 
As the Chairman of the National Taxpayers Union has expressed its 
thinking in his preamble to the initiative: 

The educational tax credit initiative. . .gives you a chance to cut off the 

bureaucrats who have been milking your wallet [W]ith skyrocketing 

costs, growing violence, and '^combat pay"" bonuses now being handled 
out by some school districts, it is time to let families have a choice 
among schools. 

Since therefore there appears to have been a considerable amount of 
Proposition-13-type philosophy behind the National Taxpayers Union 
initiative, it would seem, on our previous reasoning and all its assump- 
tions, that the tax credit limit be well below $1,200. A more suitable 
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and realistic figure would probably have been somewhere between 
$600 and $700. This level of credit would have generated much 
quicker gains to taxpayers (see Chapter 4 above). 

Some important qualifications !o our reasoning are now necessary. 
First, we have based our estimates on the figures for school expendi- 
tures across America as a whole. It turns out. however, that this quali- 
- fication is not serious because the figure for public school expenditure 
per student in California is not far from the national average. Thus 
while the latter was $1,736 in 1977-78. the equivalent for California 
was $1,615 (across all districts).^' There are no separate figures for 
private school expenditures in California but it seems reasonable to 
assume that these also are not far from the national average. 

A second qualification relates to the extent of inflation. We have 
assumed an annual increase of the public school cost of 1 1.75 percent 
and a 10 percent increase for private school costs. These figures were 
suggested from the general trend of increases over the last few years 
down to 1578. Sjnce that year however the rate of increase of general 
prices and costs has gone up so that our estimates of average current 
expenditures per pupil for 1980-8! are likely to be on the low side. 
This means that the $1,200 tax credit would not have been quite as 
"excessive" as we argued above. 

Third, and more important, we have assumed that all private users 
would receive the full benefit of $1 ,200 tax credit. This is not likely in 
practice. The $1,200 figure is an upper limit and many will not reach 
it. The average benefit therefore would be much smaller. 

Our fourth qualification is more complex. Even to the family that 
succeeded in obtaining $1,200 worth of state tax credit, its net value 
woi'^d be less because of the interdependence between state and 
federal tax. State income tax is deducted from "gross" federal tax. If 
less statfi.income tax is payable because of a tuition tax credit, more • 
federal is incurred. Consider a family of four with a family income of 
$50,000. Typically in California it would pay "about $3,000 maximum 
in state income tax. Assuming it pays this amount, it would earn $2,400 
tax credit for its two children. If the family*s marginal federal tax rate 
was 50 percent (which is not unlikely) the net value of the $2,400 worth 
of tax credit would be reduced to $1,200. or $600 per child. 

In Chapter 4 we argued that, because private schools cost less, tax- 
payers nationally vjo\x\d enjoy significant overall tax reduction? fol- 
lowing the establishment of "modest" tuition tax credits of $500-600. 
provided that about 5 percent of the public school population trans- 
ferred to private mstitutions. If. however, one .state establishes tax 
credits unilaterally, the taxpayer benefits will be spread disproportion- 

*|California Public SchooU: Selected Statntu s i977'7fi, Sacramcnio. 1979. 
*-tvcn if It was excessive now. inflaiion would soon rrode its value. 



ERLC 



45 

49 



ally in a geographic sense. In our last example, taxpayers outside of 
California would benefit from our family's increased federal tax 
burden. If other such Californian families pay more federal taxes, 
out-of-state families would pay less, provided the federal government 
keeps its expenditure budget constant. 



Other Features of the Plan 

Apparently one of the most awkward features of the California t§x 
credit scheme was the Tact that families who did not pay $1,200 in 
state income taxes would not have qualified directly for the tax credit. 
The authors insisted nevertheless that tax credits could have reached 
such families through several alternative avenues. Relatives, churches, 
and corporations could all have us^d the proposed education tax 
credits. This means that a vast reservoir of assistance would have been 
available .to capable and needy students. But this aho would have 
meant that such families would have in some way to have been in a 
"supplicant'* position vis-a-vis third parties in order to get their finan- 
cial assistance for education. When we compare this with Tom Paine's 
system we see immediately the reason for this impediment. Paine's 
system, to repeat, provided credits for indirect as well as direct taxes. 
The California initiative, in contrast, concentrated on credit for in- 
come taxes, yet there seems no special logic in confining the credit to 
this one tax source. 

Another intriguing feature in the argument of the National Taxpay- 
ers Union was that their tax credit would also have been spendable in 
public schools. This is because injhe post-Proposition-13 era numer- 
ous public schools are no\rchdrgin^NPe^ for sports, laboratory use, 
field trips, and other activities. These would become deductible. The 
tax credit would therefore have been of direct use in public schools 
too. 

To some extent this feature goes against the scheme's claim that all 
taxpayers would save, if parents with children at school are thus re- 
lieved of their user fees, additional cost^ will be imposed on taxpayers 
who do not have children. At the same time it is arguable that this i^ 3 
necessary cost to insure legal recognition of the plan. In the past. 
Courts have disallowed tax credits for private tuition alone, but have 
accepted as constitutional educational tax credits, like this one, that 
applied to either public or non public schools. But a tax credit can 
only apply to a public school if that school is charging fees of some 
son. 

The new tendency t'^ charge user fees in public <;chools is an interest- 
ing one. Indeed it raises the question whethci the posi-Propo .ition-T3 
era might not lead to a demand that pubhc schools charge some 
positive tuition fees as well as fees fcr the similar services just men- 
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tioned. But insofar as user fees do come back into public education 
(public schools have not already been free) competition will immedi- 
ately return to the whole field of schooling. 

It is a n[cc point of debate whether it will be better to wait for this 
development to achieve the same objectives that the tax credit advo- 
- cates are espousing. These objectives are: economies in the running of 
, public school and wider family choice. These same goals will be 
achieved the moment significant fees return to education. The advan- 
tage of relying on direct tuition, of course, is that there will be less 
administrative cost. Another advantage is that there are no constitu- 
tional obstacles to this method. When people pay their own money 
directly from their own pockets there can be no issue of "state aid." 
and no possible violation of the First Amendment. 

It may be argued that to rely on fees is to make education more dif- 
ficult for poorec families. But this depends on the nature of the fee 
and the taxes they are replacing. We have already offered the reminder 
that even the poorest families touay pay indirect taxs that contribute 
to "free** education. 

With every year that parses, and with current rates of inflation, 
such low income families are annMally made to pay extra tax contribu- " 
tions. If the^ame increased contributions could be channelled through 
fees payable at the school such families would not be worse off. In- 
deed they would be better off because by paying their taxes in the form 
of direct user charges (fees) they will stimulate competition. This in 
turn will keep down costs so that the system will afford them a new 
protection and increased real income. And in the last resort, it is 
always possible to arrange special scholarships for the 'poorest of 
families. 

One final aspect of the California tax credit scheme remains to be 
pointed out. It relates to the constant fear among the supporters of 
private schools that any tax credit scheme, like any voucher scheme, 
always contains the danger that the educational establishment will im- 
pose progressively stricter regulations on qualifying schools. The 
result could mean the erosion of all real independence of existing 
private schools. The California tax credit scheme however anticipated 
this very problem. It specifically prohibited the state from further re- 
strictions in nonpublic schools. If offered guarantees that if a school 
would enroll pupils under present law. then taxpayers would use it to 
"spend*' their tax credits. 



The Washington. D.C.. Tax Credit Proposal (1981) 

In Washington. D.C.. a Committee for Improved Education has 
been formed to introduce an initiative for tuition tax credits for the 
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I^ovembcr 1981 election, in the following details of this bill the reader 
will recognize strong similarities with the attempted California initia- 
tive of 1980. 

The Central Features 

The proposed D.C. educational initiative provides a $1,200 maxi- 
mum credit per student, to be used against D.C. income taxes. The 
students benefited may be enrolled in elementary, secondary, or post- 
secondary schools." The unique feature of the bill, like that of its 
0 Californian counterpart, is that the credit can be taken by any tax- 
payer. This means that a grandparent or a corporation could sponsor 
a student and have his tax reduced by the amount of educational ex- 
penses incurred up to the maximum of $1,200. Individual taxpayers 
may consume up to their entire D.C. income tax liability with educa- 
tional tax credits. Corporations may also support the education of as 
many st udents as they wish under the tax credit's provisions (subject to 
the $1,200 ceiling each), but may consume only up to 50 percent of 
their D.C. corporate tax liability with such credits. 

The maxim um dollar amount o f $ 1 .200 is t o be increased by ten per- 
cent of the previous year's maximum for each taxable year. This provi- 
sion is qualified by the condition that the Council of the District of 
Columbia may each year specify a smaller or larger percentage in- 
crease upon the finding by two-thirds of all members elected to the 
Council of the District of Columbia that such percentage increase is 
equal to the rate of inflation for the preceding calendar year. 

The D.C. government will be required to refrain from impairing the 
even-handed application of t|ie education tax credit by further restrict- 
ing existing educational alternatives via accreditation or other public 
school "protective" legislation. 

The amount of available funds is expected to far exceed the number 
of children who will be in a position to use them. 

Comparisons with the California Scheme 

Since we outlined some problems with the California scheme, it will 
be necessary to inquire here whether, and in what degree, the same 
problems are associated with the D.C. variant. 

The first potential problem has to do with the size of the tax credit. 
Throughout this work we have argued that logically any voucher or 
tax credit scheme designed to promote more competition in the educa- 
tional system should be based on the costs of the least expensive cur- 

"SttKc the present siiid> has been conLtrned exclusively wuh education up lo and in- 
cluding ihc seLotidar> level no analysis will be presented here of the effects on the 
post-secondary sector. 
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Total Current Expenditure per Pupil in 
Public FJementar>- and Secondary Schools ^ 
1977-1978 

California $|~864' 
Disirict of Columbia 2 706 

United Siaics j *^2y 



Source: U.S. Dcp!. H.E.W. Naiional Center for Education Statistics, Revenues and 
hxpcnditurcs tor Public Elementary and Secondary Education, 1977 -78. 



rent institurion. We found rhar private schools., in fact, deliver 
education at a significantly lower cost. For this reason any tax credit 
or voucher should be based on a target that is closer lo the private 
school cost per pupil. The question arose with the California proposal 
for a $1,200 tax credit since the California average private school cost 
was well below that figure. We found that there were some reasons in 
California that could, to some extent, counteract this charge. The 
most important was the probability that most people would obtain less 
than the maximum tax credit in practice. 

In the case of the District of Columbia, a figure of $1,200 has more 
to be said for it because the costs of private education are likely to be 
much higher than the national average. This seems to be a reasonable 
conclusion to draw from the information in Table 8. It will be seen 
that the schools in the public sector had^a total current expenditure per 
pupil in 1977-78 of $2,706. By 1981 this figure will undoubtedly be 
around $3,000. Since we argued earlier that private schools typically 
appear to be up to 50 percent less expensive than public schools, it is 
likely that the average private education in D.C. costs somewhere 
above $1,200 for the tax credit. 

The two remaining potential problems are: first, the question 
whether the scheme will cause inequality; second, the problem of the 
independence between state and federal income taxes. 

The potential for inequality arises from the fact that the tax credits 
are based on income tax paid. Since many families do not pay it they 
will not be able to draw any benefit directly. As well, those families 
with higher creditable tax contributions will be able to enjoy benefits 
higher than those families with lower creditable contributions. We 
have pointed out the disadvantage with income tax credit schemes on 
indirect taxes payed --such as excise duties, tariffs, etc. We have also 
pointed out that the Packwood-Moynihan proposal overcame this dis- 
advantage by incorporating the idea of "tax refundability" which pro- 
vided a family with cash corresponding to the difference between the ^ 
credit and its tax liability. 
The D.C. proposal attempts its own answers to this kind of ques- 
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lioa. It emphasizes that families who do not pay income tax (or pay 
only a small amount of such tax) will be afforded assistance by third 
parties who earn the full credit. Relatives, for instance, will be able to 
earn tax credits for aiding a nephew, niece or grandson, etc, who re- 
quires such assistance. Other taxpayers who have no children, to- 
gether with corporations, will be able to donate their credits to an 
organized charity such as a United Way.pr to some other voluntary so- 
cial welfare organization. The organization can then distribute the 
money among the requisite number of students, cither directly or in- 
directly. A taxpayer could also give to a school and the school could 
distribute the money in the form of scholarships either directly or in- 
directly to the students. 

Since the United Way-type organizations arc already well estab- 
lished they will be capable of accommodating the informational tasks 
of distributing educational tax credits-inspired gifts in accordance 
with the twelve hundred dollars per student ceiling. The proponents of 
the D.C. tax credit scheme believe indeed that the channeling of funds 
through organized voluntary social welfare organizations will account 
for the most giving under the credit system. Strong possibilities also 
include local community and or parent-teacher organizations and 
unions. 

It may be objected that ihc practice of corporations granting the 
benefit of their tax credits will turn out to be pro-rich or middle class. 
This would occur for instance if the tax credits were directed exclu- 
sively at fringe benefit programs for the corporation's executives. 
There is no foundation in this objection. Firms able to donate tax 
credits will use them in cQmpetition with other firms when hiring labor 
of all grades. One firm in isolation may initially appear to have a spe- 
cial bargaining advantage over its competitors, and indeed it may at- 
tempt to profit tVoin the arrangement by giving tax credits to their 
employees in lieu of a part of their wages. Such advantage would be 
temporary at most. Provided firms are in competition with each other, 
workers will obtam an increasing value of the tax credit as firms make 
their rival bids for employees. With full competition, workers should 
eventually enjoy the full value of the tax credit as a fringe benefit and 
without serious injury to their normal pay. 

With respect to the problem of interdependency between the state 
and federal income tax, this vsould appear to remain a significant issue. 
Even if all families with children stood to obtain the full twelve hun- 
dred dollar benefit of the tax credit, the fact remains that individual 
taxpayers vsill have to pay more federal tax to the extent that they use 
theii state tax credit. It would seein that there woulu be room here for 
negotiation between the state and federal government in search of a 
compromise or agreement. One arrang(*ment would be tor the fedeial 
government to treat the tuition tax credit as equivalent to st^j c income 
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ia\. 111 which Ccisc ihc diffuuhN would be rcnio\cd. Ifihis is for some 
reason ditliLiili lo a^comphsh there is another logical place on which 
to locus attention. We retcr to the new bill being prepared lor this ses- 
sion ot C ongrcss h> the coalition that fought for previous Mo>nihan- 
I'ackwood tuition tax credit bill of two >ears ago. Ways could be 
loiind ol complementing sudi federal tuition ta.\ ciedit with schemes 
adopted in states such as D.C. It will certainK be interesting to see 
whether some sort ol convergence between the D.C. scheme and that 
ol the Mosnihan Paekwood coalition will actuall> occur in the next 
lew months. 

Consider, finalK, 'he possible motives for the National Taxpayers 
Tmon in t^inslerring its endeavours from California to the District of 
C olumbia. One probable reason is the smaller expense required in 
gaiherng signatures in the area of D.C, which is so much smaller 
than C alilornia. 

\nolher likelv reason, and probably the most prominent, is the 
svmbohc nature ot a successful outcome for the D.C, scheme. The 
District ol C olumbia is, after all, the focu.s of the federal government, 
NO a clear and resoundmg object lesson would be there for all to ^e^. 
The state movement could indeed strengthen and encourage its part- 
ner at the federal level. Also, if the federal and state'governments 
^ould reach some arrangement that avoids the problem of the interde- 
pendence between the state and federal income tax, ihen all would be 
Nci lor manv other states to follow suit and copy the D.C. scheme. 

lax Credits \crsus Vouchers 

\ linal possible reason for the change in strategy of the National 
I axpavers L'nion concerns the current initiative in California to estab- 
lish a voucher scheme. To manv who wish to see the principle of fam- 
ilv choice adopted^ the existence of two competing schemes in one 
siaie would appear to have the misfortune of "splitting the vote.** Now 
that the Cahlornia lax credit has been dropped, the way seems clear 
tor the voucher svstem to obtain the requisite number of supporters, 

if will be a particularlv instructive experience if the voucher system 
succeeds m C alilornia at the same time that the tax credit svstem wins 
in i) C I he reason is that each svstem has its own special advantages 
and dividvantagcs and it would be very helpful to obtain real evidence 
on the workings ol both. 

Our own view is that the D.C. tax credit system has much more to 
he said lor it than the voucher of the Californian type. The latter 
(under the leadership ol l^rotessors Coons and Sugarman'^) is hani- 

*l " ' I"**.' J<.Miis I (, Woi. ( hokcof \Ionop(>l\ I dilation." /'o//t I Ri'\u'\%. 
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pered because of the incorporation of special restrictions aimed at pre- 
venting segregation. Such restrictions invite the expansion of the public 
bureaucracy rather than its contraction. California schools that be- 
come very popular through the Coons/Sugarman voucher scheme will 
resolve their "congestion problem" by means of lotteries organized by 
yet another public agency. And it is the legislature, not the market, 
that is given the responsibility for encouraging diversity and experi- 
ment. The legislature is also to provide "a thorough system of infor- 
mation'* concerning the available public and^private schools. 

The most severe restriction in theXToons/Sugarman voucher scheme 
is that against **add ons." These are allowed under the Friedman ver- 
sion of the voucher system. According to Coons and Sugarman, fami- 
lies unable (through low incomes) to add extra dollars would, with the 
Friedman-type voucher, patronize those schools that charged no tui- 
tion above the voucher, while the wealthier would be free to distribute 
themselves among the expensive schools. Friedman has replied that 
"vouchers would improve the quality of schooliiig available to the rich 
hardly at all; to the middle class, moderately; to the lower class, enor- 
mously.*'^- Friedman's argument is that the poor already get the worsl 
deal of all under the present public system. It is this system, after all, 
which provides inferior schools in central city ghetto districts where it 
is impossible for many poor to escape. 

On the question of segregation, one of the interesting features of the 
P.C. tax credit scheme is that it is planned for an area that is already 
populated predominantly by national minorities. Indeed, in 1971 
about 44 pcrcei.^ of the population of private schools in the District of 
Columbia consisicd of minorities, while the public schools had 95 per- 
cent minority representation! Clearly if tax credits become a reality in 
D.C. the predominant users of them will probably be the minority 
families. 

On the whole it can be argued that the Coons/Sugarman voucher 
scheme is inspired by the value judgement of equality. That of the 
I>.C. scheme in contrast is motivated mainly by the search for liberty. 
But it is strongly arguable that the liberty sought for will also bring 
more equality. The ultimate competition between schools will benefil-^ 
all school users, those who use tax credits and those who do not. The 
latter will often be in ghetto schools that will at last face the threat of 
migration of their population to better institutions just outside. They 
will therefore be prompted to act more immediately and effectively in 
improvfirg-Uieir quality and to pay greater attention to the preferences 
of families. And it is likely to be these poor families who will benefit 
most. 

^^^lillon & Rose \ ncUnum. i rcc lo C iwosv (New K)rk Martouri lUacc Iovanovii.li. 
I9W)K p. W) 




One final objection to the Coons/Sugarman voucher is that it con- 
flicts with the requirements, stressed throughout our study, that the 
value of a voucher or tax credit should be based on the least costly 
(most efficient) institution. Since private schools typically supply edu- 
cation at almost half the cost of public schools, the value of the 
voucher or tax credit should be about 50 percent of public school 
costs. Coons and Sugarman however stipulate that their voucher is to 
be valued at 90 percent of public school costs. This provision therefore 
builds in and perpetuates the wasteful levels of spending that the new 
competition is supposed to remove. A Coons/Sugarman voucher in 
D.C, would reach the value of S2700. which is more than twice the 
level of the D.C. tax credit proposed by the National Taxpayers 
Union. 
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Conclusion 

There have been several serious endeavors to secure tax credits at 
the federal and state level in the U.S. in recent years. If anything the 
pressure for new attempts is increasing. The movement is obviously a 
citizen response to the increasing inefficiency of public schools. The 
latter is manifested in falling student achievement scores, rising public 
school costs, and increasing bureaucratization of the whole system. 

One of the most inter«ting recent attempts to establish tax credits 
has occurred in the State of California where Proposition 13 measures 
are already afoot. Ordinary citizens there have been looking for reduc- 
tions in all their taxes and appear to have been seeking ways of ensur- 
mg more efficiency in government services all round. The tax credit 
could well be an instrument to this end since it would increase compe- 
tition of the existing private school system, a system that already 
enrolls 5 million students in the U.S. and nearly half a million in Cali- 
fornia. (The efforts to obtain a California tax credit have, however, 
now been transferred to the District of Columbia.) 

Since there is evidence that on average private schooling costs about 
half as much as public schooling, any tax credit system that leads to a 
switching from private to public schools will, after a time, afford con- 
siderable tax relief for citizens who do not have children at school. But 
It has been shown also that t.ie modern voucher and tax credit schemes 
are based on the assump ion that public schools now charge fees of 
some sort or another. It seems increasingly recognized by all, 
therefore, that "free" education is coming to an end. Contrary to of- 
ficial opinion within the public schodi Establishment, such a return of 
positive-priced education can be beneficial, and (for reasons dis- 
cussed) may be most beneficial, to families in the lowest income 
groups in the long run. There is no doubt that a tax credit scheme of 
the proper kind (and the National Taxpayers Union current plan for 
D.C. contains imaginative features) can assist the new trend and ac- 
cordingly encourage much needed competition throughout the whole 
school system. And insofar as competition brings down the costs of 
education, as it .should, taxpayers of all kinds, with or without chil- 
dren, will stand to benefit. Tom Paine's wishes of nearly two centuries 
ago may indeed yet be realized! 
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Appendix 

The Washington, D.C., Tax Credit Proposal 



Short Title 

"Greater Educational Opportunities Through 
Tax Incentives Law of the District ofCoiumbia*' 



initiative Measure No. 000 

B> the Electors of the District of Columbia 

To foster greater educational opportunities for students and schol- 
ars and thereby enhance personal liberties by providing a tax credit for 
educaiionaUexpcnses incurred or actually paid by District of Colum- 
bia taxpayers and for other purposes. 



BE IT ENACTED BY THE ELECTORS OF THE DISTRICT OF 
COLUMBIA, That this measure may be cited as the "Greater Educa- 
tional Opportunities Through Tax Incentives Law of the District of 
Columbia." 

Sec» 2 The District of Columbia Income and Franchise Act of 1947, 
approved July 16, 1947 (61 State. 331, D. C. Code Sec. 47-1551 et 
seq.) is amended by adding a new title VIII A, to read as fullows: 

Title VIII A Mutational Tax Credit 

Sec. 1. (a) General Rule. -For the purpose of providing better and 
expanded educational opportunities for students and scholars, there 
shall be allowed to every taxpayer credit against the tax imposed by 
this Act for the taxable year an amount equal to the qualified educa- 
tional expenses incurred or actually paid during the applicable taxable 
year. 

(b) Maximum Credit per Student or Scholar, -Vox taxable years 
ending on or before Dcrcniber 31, 1982, the maximum dollar amount 
allowable to the taxpayer as a tax credit for qualified educational 
expenses incurred or actually paid shall not exceed SI ,200 for each eli- 
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gible student or scholar. This maximum dollar amount shall be 
increased by ten per cent of the previous year's maximum for each tax- 
able year; provided, however, that the Council of the District of 
Columbia may each year specify a smaller or larger percentage in- 
crease upon a finding by two-thirds of all members elected to tfie 
Council of the District of Columbia that such percentage increase is 
equal to the rate of inflation tor the preceding calendar year. 4 " 

(c) Maximum Credit per Individual Taxpayer, -In the case of an 
individual taxpayer, the maximum dollar amount allowable as tax 
credits for qualified educational expenses incurred shall not exceed the 
amount of income tax payable for the taxable year. 

(d) Maximum Crediijor other Taxpayers. ~ In the case of partner- 
ships, associations, corporations, unincorporated businesses or any 
6thcr taxpayer, the maximum dollar amount allowable as tax credits 
for qualified educational expenses incurred or paid for all students 
and scholars shall not exceed tift> percent of the income or franchise 
tax payable for the taxable year.. 

Sec. 2. Oe/m///o/; c>/ rm//5. -For purposes of this section: (a) The 
term "educational institution" shall mean any institution, public or 
private, enrollment at which constitutes compliance with the Compul- 
sory School Attendance Law of the District of Columbia, and which 
maintains racially nondiscriminatory policies as required by law. 

(b) The term "eligible scholar" shall mean any District of Columbia 
resident who is enrolled on a full-time basis in an educational institu- 
tion. 

(c) The term "eligible student" shall mean any District of Columbia 
resident who is enrolled on a full-time basis m an institution of higher 
learning. 

(d) The words "fiscal year" mean an accounting period of twelve 
months ending on the last da> of any month other than December. 

(e) The term "income and franchise taxes" means any taxes im- 
posed upon a taxpayer pursuant to this Act, or similar taxes upon in- 
come of the taxpayer, regardless of the authority for their enactment, 

(0 The word "individual" means all natural persons, whether mar- 
ried or unmarried. 

(g) The term "institution of higher learning" shall mean any public 
or private junior college, college, university, professional school or 
similar institution which requires a high school degree, or its equiva- 
lent, as a condition of admission, and which maintains racially non- 
discriminatory policies as required by law. 

(h) The word "person" means an individual, a partnership (other 
than an unincorporated business), an association, an unincorporated 
business, and a corporation. 

(I) The term "qualified educational expenses" means sums paid b> a 
taxpayer on bchall ol eligible scholars for tuition and other educa- 
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tional tees actuall> charged by institutions of higher learning in which 
such students are enrolled, and for incidental expenses incurred for an 
in connection with attendance by the eligible scholars or students in 
such institutions. For other than individual taxpayers, educational ex- 
penses must qualify in accordance with the requirements of Section 2 
(i) and be provided directly or indirectly to students and scholars who 
demonstrate financial need in accordance with standards lo be enacted 
by the Council of the District of Columbia, 

(j) The words "taxable year" mean the calendar year or the fiscal 
year upon the basis of which the net income of the taxpayer is com- 
puted under this Act; if no fiscal year has been established by the 
taxpayer, the taxpayer has elected the calendar year. The phrase "tax- 
able year" includes, in the case of a return made for a fractional part 
of a calendar or fiscal year, under the provisions of this Act or under 
regulations prescribed by the Mayor, the period for which such return 
is made. 

(k) The word "taxpayer" means any person required by this Act to 
pay a tax or file a return or report in the District of Columbia. 

Sec. 3. Standards for Private Educational Institutions and Institu- 
tions of Higher Learning, ^Prwatc institutions shall be presumed to 
meet the minimum standards required by law concerning instruction, 
quality of education, ethics, health and safety, and fiscal responsibil- 
ity, provided the instruction, quality of education, ethics, health and 
safety, and fiscal responsibility are equivalent to the standard main- 
tained in public schools in the District of Columbia. 

Sec. 4. Tax Credit not to be Considered as Federal Assistance to In- 
stitution, --No educational institution or institution of higher learning 
shall, on account of enrolling an eligible scholar or student for Whom 
a tax credit is claimed under this title, be considered a recipient of gov- 
ernment financial assistance for the purpose of imposing any legal 
rule, guideline, order, requirement, or regulation upon such institu- 
tion or for any other purpose. 

Sec. 5. Severability and Savings, ^Thc provisions of this measure 
are severable, and if any provision, sentence, clause, section or part is 
held illegal, invalid, unconstitutional or inapplicable to any person or 
circumstances, such illegality, invalidity, unconstitutionality or inap- 
plicability shall not affect or impair any of the remaining provisions, 
sentences, clauses, sections or parts of the act or their application. 
Any act. statute or law inconsistent with the provisions of this mea- 
sure is hereby repealed to the extent of such inconsistency. 

Sec. 6. Effective Date, -This measure shall become effective in 
accordance with Section 5 of Public Law 95-526. Sec. 1(3). amending 
the Initiative. Referendum, and Recall Charter Amendment Act of 
1977 (D.C.^Law 2-46), and Section 602(c) of the District of Columbia 
Sdf-Government and Governmental Reorganization Act. and shall 
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apply 10 taxable years ending on or after December 31 » 1982 with re- 
spect to qualified educational expenses incurred or actually paid dur- 
ing or after taxable year 1982. 

Summary Statement of the 
National Taxpayers Union on the 
Proposed DX\ Kducationai Tax Credit Initiative 

1. A $1,200 maximum credit per student, to be used against D.C., 
income taxes, may be taken in any given year. 

2. Students benefited may be enrolled in elementary, secondary, 
post-secondary, o» other similar programs. 

3. Students benefited need not be related to the taxpayer. 

4. Individual taxpayers may consume their entire D.C. income tax 
liability with educational tax credits, subject to the $1,200 per student 
maximum. Corporations may also support the education of as many 
students as they wish under the tax credit*s provisions (subject to the 
$1,200 ceiling each), but may consume only up to 50^/o of their D.C. 
corporate jax liability with such credits. 

5. "Educational expenses** may include but are not limited to tui- 
tion and/or fees. Educational expenses are broadly defined to include 
non-institutional and quasi-institutional educational alternatives as 
welj as the currently widespread institutional ones. 

6. At a minimum, the D.C. government will be required to refrain 
from impairing the even handed application of the education tax 
credit by further restricting existing educational alternatives via ac- 
creditation or other public-school "i.rot«,cti\e** legislation. 

ImpleniemaUon 

The design and intent of the tax credit is to encourage the spirit and 
practice of mutual aid on an individual and community level. Imple- 
mentation of the education tax credit will free up substantial sums for 
improving educational opportunities in the District of Columbia since 
the amount ot available funds will far exceed the number of children 
who will be in a position to use the funds.' 

The flexible design of the tax credit makes it possible for givers and 
benef iciaries to "link up** in any number of ways, and how they do so 
\\\\\ depend upon their preferences. It is safe to assume, however, that 
a great manv taxpavers, both individual and corporate, will prefer to 
see some portion of their present D.C. income tax payments spent to 
achieve a known good such as education rather than let the money 
disappear into the bottomless pit of the D.C. Treasury. Since such giv- 
ing is economicallv costless to them — taking the tax credit involves no 
loss ol other tax benefits-tlie incentives for financing a v\ide variety 
ot educational choices are unobstructed. 
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Three possible ways to do this are; 1) the taxpayer can give to a 
United Way or some other voluntary social welfare organization and 
the organization can distribute the money among the requisite number 
Qf students, either directly or indirectly; 2) the taxpayer can give to a 
school and the school can distribute the money in the form of scholar- 
ships either directly or indirectly to the students; 3) the taxpayer can 
give directly to personally chosen students. 

Since the United Way-type organizations are currently in existence, 
and they are capable of accommodating the informational tasks of 
distributing educational tax credit-inspired gifts in accordance with 
the $1 ,200 per student ceiling, it is highly likely that most giving under 
the credit will occur by a such organized voluntary social welfare or- 
ganization. Similarly strong possibilities include local community 
and/or parent-teacher organizations, unions, etc. 
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Tim reasons Counselor to the President Ed Meese says^ 
^TAe Reagan Administration wiK rely Iteavify 
on The Heritage Foundation/' 




When advance copies of 
this book were delivered 
to freiident'elecl Rea* 
^vi's transition office the 
we«k after the election, 
everyone itaried talktng 
This "extraordinarily de* 
tailed guideline for the 
Xcafan team" (New York 
Times! containi. "not 
vague theortzing. but cl^.apter and verse specifics, 
the nitty gntty of th* Right way to govern" (Dailai 
Morning News) Thts "blueprint for grabbing the 
government by iti frayed New Deal lapels and shak< 
ing out 4d years of liberal pofKiet" (United Presi 
International) n "unprecedented m it* Kope and 
depth" (newrlmdget director David Stockman) Out* 
go*ng Senator tirch Bayh ^alli it 'moit diiturbmg, ' 
while incoming Counselor to the President Edwin 
Meese firkds it "very impresiive ' 

For a glimpM ahead at the Reagan Adminif tration, 
read Mandate ^or Itsdtnhip Dtitnbuted by Caroline 
House Sl2 95 (paper*)a«.k). S21 95 (hardcover) 



David Stockman, Presi* 
dent-e(eci Reagan's budget 
director, wrote that Man* 
date for leadership "only 
whets my appetite for The 
Hentagc Foundation's nejrf . 
effort " This is it 

Agenda for hogwt. lie 
aminmg fedtrtl Spend- 
mg. IS an irKisive ar>d m* 
sightful examination of the federal budget by 
seventeen market-onented budget experti Their 
combination of Kade^K ar>d congress»onal expe- 
rience results in sound analysts artd practical, yet 
radKal suggestion! for redirecting federal spending 
policies 

Read the book on the federal budget that wtll be 
read by people who prepare the budget Dtitnbuted 
by Caroli ne House S69S (paperback), $11 9S (hard- 
cover) 




cover) 



^titagc^oundathti 

513 C Stre«<. N.I. • WashUigtofi. O.C. 



Mr fdwtn I Feutnrr >r 
President 

The Hentage Foundation 
Sli C St N f 
Washington DC 2(XX)2 



Dear Mr Frulner 

I d tikf to w vour recommendations to the Reaiian Administration 9Waw tend me hardcover 

or paperback copies of Mandate ^or Ltidtnhip and hard( over or paperback copies of 

Agendi tor Progrets Mv .heck i$ enclosed 

I would also like to help The Heritage Foundation with its important work PIfase aifept my tax 
deductible contribution of S . 
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"A Mperior pHblicalioii bolli in lerms of 
€0«le«l ui4 deslfii/' 

Smior Orriii Haleii 

(R.*Ulali) 

When such a diverse group of political leaders 
agrees on the importance of one magazine, people 
take notice. It's no wonder that Pohcy Rt^ltw is fast 
becoming the most widely discussed quarterly in 
America. 

Poiicy Review is published by The Heritage 
Foundation, America's leading conservative public 
polity research institute. That explains its sound and 
timely analysis of both domestic and foreign 
affairs— a combination offered by no other 
conservative quarterly. 

Recent issues of Policy Review, for example, have 
included articles on such topics as the Polish Crisis, 
Pornography, Affirmative Action, Contraception, 
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Representative Jack F. Kemp 
(R.-New York) 




Energy, Counterintelligence, and the Environment- 
written by top experts from across the country and 
around the worid. 

Edited by John O'Sullivan, a former editorial 
writer for London's Daily Telegraph, Policy Review 
IS knoM^ for its lively style and unprcdicuble 
controversy. 

Find out for yourself why so many Washington 
policy-makers agree that Policy Review provides 
sound analysis of legislative issues, plus a wide range 
of policy altcrnatives-and a lively and provocative 
style. 

Take advantage of our money-back guarantee and 

subscribe today. 



Miry ltr%1oii' 

Sue Slrctt, N.E. 
Washiniton. D.C 20002 

^ .M*"' '° ''^ Policy Review cnier a one-year subscription (4 issue*), stan.ng with the current issue. I understand 
that if I am not completdv satisHed after receiving the first issue. I will receive a full refund unacrsiana 
f ) Enclosed is my $15 check for a I year subscription 



Pka^charietomy 
ExDiration Dat» 


i 1 MasterCard 


• VISA 


' American Express ( j Interbank « 






Name 






lM\sriR(H\ft(.t .V >| 


















City 






Ct«t* 






- . ^|^_ 

Siffiature 



Selected Heritage Foundation 
Policy Studies 

Jditcd |>y Mkhad B. Donley (1979, $3 00) 

edited by Milion R. Copulos (1979, $6 95) 
^""''y.^^Jl^o/ Watt and PrKtConlro 'u 
The Sre&L?^"''""^^ ^' 0^79, S4.95) 

by CharJes p. Hobbs (1978, $3.00) 
Jfie Consumtr Impact of Repeal of 1 4b 

by M»r$h«U R. Colberg (1978, $3.00) 
(congress and the New Internauonal Economic Order 

by Edwin J. Fculncr, Jr. (1976. $3.00) 

_ , ^ ✓Fiscal Issues 

rntlanthropy m America 

by StMart M. Butler (1980, $2.00) 
The Value Added Tax: fads and Fancies 

by Norman B. Turc (1979, $2.00) 

Critical isMies 

The Soviet Strategy of Terror 

by Samuel T. Francis (1981, $2.00) 
Domestic Oil: The Hidden Solution 

by Milton R. Copulos (1980, $2 00) 
The tamily. Feminism, and the Therapeutic State 

by Onalec McOravk (1980, $2.00) 
tmerprise Zones: Pioneering in the inner C //v 

by Stuart M. Butler (1980, $2.00) 
Strategy and the MX 

by Colin S. Ora> (1980, $2.00) 
The l^^f^^^ of Sjxiali^^^^^ Learning from the Swedes and Ln^ihsh 

by Arthur Shenfjeld (1980. $2 00) 
Halancing the Budget: Should the Constiiution He Amended* 

edited by Phillip N. Truluck ^1979 $2 00) 
Congress and the Budget: tvaluating the Procvss 

by fcugenc J. McAllister (1979, $2 00) 
l^erificaiion and Salr. The State oj the Art and the Art ,/ the State 

by Amrom H. Kai/ (1979, $2 00) 
Confrontation oj Seahrook 

by Milion R Copulos (1978, $2 00) 
family Choice in tduiation The \ew Imperative 

b> Onalee McOrax^ (1978, $1.00) 
C hina and the Ahroaation of Treaties 

by Barry M. Cioldx^aier (1978, $2.00) 
Closinythe \uiiear Option. Scenarios Jor Societal C hanue 
bv Mihon R C opulos (1978, $2 00) 

»of > compl«l, Ust of publications -«, to „,drr an) of thr ab<»e-Hntt: 
Dept. G. The Heritage Foundation. 513 C Street, N.E.. Washington. D.C. 20002 



er|c 



6'8 



the first linie\ind with the inlcnlion of promoting a more honiogenc- 
oiis population. One niciliod i.s decided upon to attempt to achieve the 
desired objecti\e. It is to provide equal access public schools and a 
**free'* education in these institutions only. 

There is one major problem. It stems from the fact that the innova- 
tion presents church school families, as well as others, with a new op- 
portunitv . the ser\ ice of schooling free of charge at the public school. 
In deciding whether to continue to send his child to the church school 
at the same positive price (tuition), the parent now has to reali/e that if 
he does continue as belore he toregoes the new opportunitv of a ''tree'* 
schooling. In economics the "foregoing of an opportunitv" is the verv 
essence ot c(n/. and. indeed, econon lists generallv speak of "oppor- 
tunitv cOsts." But since the new situation has conlronted the denomi- 
national pcTent with a cost, the etfcct is to i)rohibit religion, at least in 
degree, and this !S unconstitutional. 

It should be remembered that the new scheme of '*free" public 
schools will call for increased ta\e.s on all families, including those 
who support religious schools. Thev now have to pav twice when thev 
continue to select tlieir customarv church school: once for their own 
school and once, through taxes, for the public svstcm. Only if such 
private school users were excluded from the tax contributions to the 
"free" public schooling would the infringement of the First Amend- 
ment be avoided. 

A lax credit to private school users to offset the t'isad\aniage might 
be a more practical method of accomplishing the same thing. But. as 
we have seen, legal opinion is divided on whether the Supreme Court 
would countenance such an arrangement. One ot the difficulties is 
that the tax credits would goonlv to one section of societv (others hav- 
ing offsetting "free" public school advantages). The benefiting section 
of sociel\ will be largelv users ol church schools and this migUt give 
the appearance oUiul to religion even though, m fact, it is onlv an off- 
set to a government-induced prohthtiton of religion. 

The social objective of pursuing a more homogei»eous societv is in 
most democracies not likeK to beconipletelv absolute and unvielding. 
If the objective was absolute, the most direct wav of accomplishing it 
woald be to completelv outlaw private schools. The fact that this solu- 
tion IS irreconcilable with the American Constitution was endorsed 
when the Supreme Court frustrated it in /Vm* i. Soneiy of Sisivrs' 
over a half a centurv ago. L.ven m the absence ol this famous case i! is 
doubtful whether majorities could'ever exercise sufficient political 
power to make private schooling illegal. Minoniies. especi.iljv sub- 
stantial ones such as C atholics. alwavs have soffh' political influence, 
especial Iv where vote t ratling i^ feasible. Ikit. m anv case, to the aver- 
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